The Canadian Chartered Accountant 


OFFICIAL ORGAN OF 
THE DOMINION ASSOCIATION OF CHARTERED ACCOUNTANTS 


Published monthly; subscription $3.00 per annum in advance; 
single copies thirty-five cents. Advertising rates sent on request. 


The Editorial Committee will be pleased to receive contributions 
on subjects of interest. Papers which may not be deemed suitable 
will be returned, if desired. 


Publication Office 
10 Adelaide Street East, Toronto 


W. A. McKAGUE, Editor. 
VoLUME XLVI JANUARY 1945 IssuE No. 258 


(The opinions expressed in articles in The Canadian Chartered 
Accountant are the opinions of the writers of the articles and are not 
necessarily endorsed by the Association.) 


Editorial Comment 


As students in school we used to marvel at the 
This Long, human endurance which would tolerate those 
Long War \iong years of war—the struggle for Canada, 


the wars of the roses, the United States civil 
war, and a host of others—and if we took time off right 
now, we probably would realize how much the present one 
is wearing us down. In point of time, it already has ex- 
ceeded most of the wars of history. We do vaguely recall 
a hundred years war, and a thirty years war, but we have 
a deeply rooted suspicion that these in the main were a 
state of war, or perhaps just a negative absence of peace, 
rather than a continuous engagement. It is in the matter 
of intensity that, excepting only those local wars of earlier 
history which culminated in the complete destruction of a 
city, the present struggle surpasses all others. The unique 
feature of the present war is the way in which the entire 
strength of the whole nation is organized for war, so that, 
even in those natious which have not been bombed through- 
out their length and breadth, the impact of the war has 
been felt by every citizen in such matters as his work, his 
taxes, and the things he can buy. And since all the great 
economic powers are engaged, the effects are visible in piles 
of cocoa lying on the beaches at Akkra, and a shortage of 
tires in the Argentine. 





THE CANADIAN CHARTERED ACCOUNTANT 


The assumption that this vast destruction of wealth 
will, of itself, ensure a boom in productive activity, seems 
to us to be an economic absurdity. The world as a whole 
has never had enough, and at times the scarcities have 
caused the starvation of millions. It therefore is not need, 
nor on the other hand is it capacity to produce, that cre- 
ates business. It is rather on the ability of the buyer to 
trade with the seller that the economic life of the world 
depends. Once communication was established, such inter- 
national trade was always possible, but barriers of tariffs, 
embargos and other national policies intervened. The free 
trader will say, wipe them all out, and, if all other consider- 
ations could be abandoned, he is undoubtedly right. The 
emphasis today, however, is on organization. There is a 
fundamental contradiction in the thought that we organize 
in the first place to control, and in the second place to de- 
control. Canada itself is a conspicuous example, in that on 
the one hand we have put up general tariff barriers and on 
the other hand we have knocked them down again. The 
organization that will enable us to prosper surely is not the 
one under which every individual shipment must conform 
to a specific quota or other regulation, and it is impossible 
to conceive of real activity in international trade if all in- 
dividual effort is to be regimented into a national budgeting 
procedure involving the precise balancing of a book of ac- 
counts with every last nation of the world. Let us hope, 
instead, that international organization will aspire to trad- 
ing machinery which is essentially simple, and which will 
allow the maximum scope to individual initiative for the 
promotion of production. 


After the experience of the League of Na- 
tions, people are entitled to be skeptical 
about the efficiency of international organi- 
zations, and it must be admitted that the 
preliminary canters aimed at the postwar period have thus 
far not been promising. First there was the Atlantic char- 
ter—a somewhat vague declaration of policy the purport 
of which has since been denied in many ways. There was 
Bretton Woods, where some tentative plans were made in 
respect to international exchange. Dumbarton Oaks ap- 
peared to bring to light more obstacles than agreements. 
Then there was a big conference at Chicago, where several 


2 


International 
Organizations 





EDITORIALS 


powers attempted negotiation on control of the airways. 
Also we have the UNRRA—United Nations Relief and Re- 
habilitation Administration—in which Canada is a part- 
ner, and which is charged with the job of supplying goods 
where they are most needed, and of course with apportion- 
ing the orders, and the difficulties facing which are so 
evident as to require no elaboration. 

The limitations of these efforts to deal with the inter- 
national problem in pieces, to build up from the particular 
to the general, only serve to emphasize how much depends 
upon the peace settlement itself. They resemble our post- 
war planning, which sooner or later runs up against the 
basic question of what kind of society we will have, and 
what will it demand of the individual? Until such time 
as the victorious and dominating powers decide what scope 
is to be allowed to each important nation and people, we 
really can’t do anything very definite about the freedom of 
trade, or the rate of exchange, or the franchise for an air 
line. Perhaps, as somebody has already said, we had better 
concentrate on winning the war, because it is already a 
long war, and the end is still out of sight. 


League of Nations sources, and a bulletin 
Prices and recently issued by the Wartime Prices and 
Price Controls Trade Board, reveal a striking picture of 

the effects of the war on prices. One im- 
portant point is that most of the nations engaged in the 
war—Germany and Japan on the axis side (Italy is not 
listed), and the United States, Britain, Canada, Australia, 
New Zealand and South Africa on the allied side, have all 
kept their price levels within 150 per cent of pre-war; so 
also have a few neutrals. Of course price indexes adopt a 
rather limited viewpoint on the matter of living. New 
Zealand is now using an index which is based on an “iron 
ration” concept of living costs. The declaration of the 
Wartime Prices and Trade Board, that dealers should con- 
tinue to supply the usual range of goods at the usual prices, 
finds little reflection in fact, so that the cost of living 
is advanced by many substitutions which are not directly 
measured by the price indexes. By and large, however, the 
figures indicate that in these countries people can obtain 
the necessities of life at prices ranging from nine per cent 
to not over fifty per cent above pre-war. 
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The Case for Narrative Financial 
Statements 


By Frank S. Capon, C.A. 
Montreal, P.Q. 


IHE accountant who casts aspersions at the value of 

traditional financial statements is no longer a revolu- 
tionary—he is not even a radical. The profession has pro- 
gressed far in the past ten years, even though so many 
of its members are constantly complaining that it is re- 
actionary, obstinate and narrow-minded. Such complaints 
are a sign of virility, of youth and strength striving for 
progress, and much progress has been made even though 
traditional conservatism and caution have prevented rash 
advances that in many cases might have resulted in 
disaster. 

There is now under way a widespread movement for 
the complete overhaul of financial statements, and most 
accountants apparently agree that the form which we 
adopted following the Companies Act of 1934, and which 
was then the final word in financial statements, is now of 
little real value to owners, management, or the public. 
Present statements do not give an adequate picture of the 
financial events for the period under review, so account- 
ants as a body are casting about for changes and revisions 
to the form which will overcome all criticisms. 

They will be unsuccessful! Possibly that is a wide state- 
ment. They may satisfy themselves for the time being, 
but a new wave of criticism will once again arise as ex- 
perience will again demonstrate that the story of what is 
happening in an industrial company today cannot be told 
in statement form. In other words, the fault is not so 
much in the form of financial statements as in the use to 
which we try to put them. A series of detailed financial 
statements will give the expert accountant an adequate pic- 
ture of a company’s position, but they are useless to owners, 
management, or the public. In the same way a blueprint 
may be intelligible to an engineer, but a scale model is 
necessary before the public, including accountants, can vis- 
ualize just what the engineer proposes to construct. Ac- 
cordingly, it is suggested that accountants stop trying to 
sell the vast majority of humanity on the need for under- 


4 














THE CASE FOR NARRATIVE FINANCIAL STATEMENTS 


duty for which they are being paid—that of telling owners, 
management, and the public, in simple every-day language, 
just what has happened, is happening, and will happen, 
from the financial viewpoint. 


Reports, Not Statements, Are Ultimate Accounting Aim 

Just what is the ultimate aim of accounting? To deter- 
mine financial results for a period and the financial position 
at a given date? Surely not. This determination is of 
value to the accountant only, and it is therefore the begin- 
ning of his task. His real job is to inform those to whom 
he responds of the financial results and position. In the 
past we have been satisfied to develop complicated schedules 
to explain the results to ourselves, then hand them to others 
on the assumption that they are crystal clear. They are 
not. If we are to retain our position of authority, we must 
speak to our employers in their language. Once our sched- 
ules have given us the information we need, we must then 
prepare a simple document translating our masses of fig- 
ures into an intelligible narrative. 

A major criticism of such a report is its length. Why, 
you will say, should management have to read a twenty- 
page report, when they can look at a two-page schedule of 
figures? Strangely enough, the answer is very simple. If 
they are going to get anything of value out of the state- 
ments, they must study them for a considerable time, and 
only one layman in a hundred can get the real story even 
after this study. It takes no longer to read the twenty-page 
narrative report, which tells the true story in simple form 
so that it cannot possibly be misinterpreted. 

Another criticism is the difficulty of preparing such re- 
ports. This criticism is valid, but it is a criticism of ac- 
countants and not of the proposed form of presentation. It 
is amazing how small a percentage of qualified accountants 
can write a really good narrative report based on a set of 
financial statements. This is probably the worst blind spot 
in our present training system, and it must be attributed to 
the long-standing assumption that financial statements are 
the culmination of an accountant’s duties. The ability to 
write reports is not a gift. It can be acquired with a 
normal amount of application and a little aptitude. Once 
it is generally accepted that any good bookkeeper can pre- 
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pare financial statements, but only a highly skilled techni- 
cian can prepare a narrative financial report, we shall see 
this phase of our training gets the attention it deserves. 

Still another criticism of narrative reports is that the 
information to be supplied by accountants is governed by 
laws beyond our control, and that we are therefore chained 
to financial statements prepared in the present rigid form. 
This criticism is unjustified on at least two counts. In the 
first place, if we can demonstrate beyond any doubt that 
present laws require amendment, in the interests of the 
public, the amendments will almost certainly be adopted by 
a@ progressive government. In the second place, the Com- 
panies Act does not prescribe any form for financial state- 
ments. It does require certain information to be provided 
to shareholders, and it does require certain statements, but 
there is nothing in the law to prevent the presentation of a 
narrative form of report supported by statements as in- 
formative schedules. 

Actually, the real responsibility for presenting financial 
and any other information to owners rests upon manage- 
ment and not professional accountants. As a profession, 
we have no authority to alter the statements prepared by 
management or to qualify them, unless they are incorrect 
or misleading, or do not provide the minimum of informa- 
tion. Progressive management knows the value and im- 
portance of keeping owners fully advised, and if account- 
ants can develop a report which is valued by management, 
the latter will not hesitate to pass on to owners much more 
information than has been passed on in the past, or than 
is required by law. The remainder of this article is there- 
fore devoted to reports designed for management, on the 
grounds that management is willing and able to pick up 
the torch from there and ‘pass it on to owners and the 
public. 


General Form of Reports 

The presentation of a narrative financial report is of 
the utmost importance. Presentation can make or break 
areport. There is absolutely nothing rigid about the form 
—this must depend entirely upon personal preferences of 
both accountants and management. Above all, brevity is of 
the essence, and only those points that are really of im- 
portance to the financial results should be covered. Lan- 
guage should always be simple and impersonal, direct and 











THE CASE FOR NARRATIVE FINANCIAL STATEMENTS 


clear. Such a report can be read very quickly with no 
chance of misinterpretation, and speed is important when 
the time of senior executives is concerned. 

The value of pictures in driving home a story has been 
proven again and again. The child that learns from an 
illustrated history book learns more quickly and more thor- 
oughly than the child who uses a dull book with no pic- 
tures. In the same way, illustrations can be used to drive 
home a financial story, and are invaluable as another tool 
of accountants. The illustrations available to accountants 
are charts, graphs, tabulations or schedules, and all may 


A. Tabulation 
“Sales for 1943 exceeded 1942 by 16% and in order to 
demonstrate the trend during the two years, the totals 
by months are noted below.” 


1942 1943 
I oii te tal onntcanteniaosites $115,000 $165,000 
I aici eases onateraatst 140,000 190,000 
I i glacae col ci attnscowis ik 175,000 225,000 
SE ihc akcas ciclo bebdancsssicaaboastc 220,000 270.000 
NE el ee, (ea batdaauitaseials 265,000 315,000 
a Sit ti de 230,000 290,000 
a a i isc als si ids 225.000 260,000 
I ieee ictisiiSisurscbactsasuleosts 200,000 230,000 
I bod sec caSlieiihas 255,000 270,000 
I ala a 225,000 245,000 
I Sc ecchstobaccecinaievsuieyis 215,000 215,000 
II oo ai ia resctaccatearonmteerions 160,000 150,000 


$2,425,000 $2,825,000 








be used in conjunction. Once again, there are no rigid rules 
to be observed. The type of illustration to be used must 
depend entirely on the point which is to be driven home, 
and it should not be necessary to elaborate on this at great 
length. One example may, however, be of value. 

The management of company A requires monthly fin- 
ancial reports, and it is intended to show a sales trend over 
a number of months. The company’s business is seasonal, 
with spring and fall peaks. Three separate ways of illus- 
trating this trend are shown herewith. 
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In this instance it is clear that chart C is the only illus- 
tration that brings out clearly and instantly the most im- 
portant factor in the results for the two years—the down- 
ward trend in sales at the end of the period. Although sales 
in the second year showed a substantial increase over the 
first year, the late decrease might be most significant, and 
should immediately be brought to the attention of manage- 
ment. Such a point could never be brought out in conven- 
tional financial statements. The use of illustrations in one 
form or another to punch home the salient points in the 


B. Chart of Sales for 1943 and 1942 
(Thousands) 





0 
1942 1943 


“The above chart illustrates the trend of sales for 
the past two years. Sales for 1943 exceeded 1942 by 
16% ” : 


financial picture makes the difference between a dull report 
and one that leaves a vivid impression on the minds of 
readers. 

It is just as necessary to have a well-defined plan for 
writing a report as it is for building a house. There is 
little use in tossing major factors at the reader one after 
another. Financial statements follow a logical sequence— 
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sales, costs, expenses, profit, dividends, etc. Similarly, a 
financial narrative report should also follow a logical se- 
quence, and there is no reason at this time for arguing 
against that now used in statements. The order for reports 
is, however, entirely flexible and should be designed to meet 
the particular circumstances in each case. 

While an attempt has been made above to explain in 


C. Chart of Sales for 1943 on Moving Annual 
Totals Basis (1942 — 100) 





Mar. June Sept. Dec } 


“The above chart illustrates the trend of monthly 
sales throughout 1943, as compared with 1942, after ad- 
justing for seasonal fluctuations. The upward trend in. 
evidence for the past two years continued until July, 
when there was a perceptible slowing up in the rate of 
increase and the trend downward at the year-end.” 


general terms why it is considered that financial results 
must be explained to management and owners in their own 
language, it may be desirable to give some more specific 
instances of the shortcomings of conventional financial 
statements. 

The income statement gives possibly sales, costs, ex- 
penses, taxes, and such major items for the year, and it 
may have comparative figures for the preceding period. 
(Statements without comparisons are almost useless—for 
instance, sales may be $1,000,000 but without comparisons 
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it is not possible to tell whether this is good or bad, in- 
creasing or decreasing.) Such a statement tells you what 
the key figures are, and whether they are up or down as 
against the previous period. Management is not so inter- 
ested in what the figures are as in why they are up or down. 
Financial statements cannot give reasons, they can only 
give facts, and because of this, they may even be mis- 
leading. 

An income statement may show sales for the period 
15% or 50% ahead of the preceding period, but as in the 
example quoted earlier in this article, the trend of sales 
may have turned down in the later part of the period, 
giving an entirely different complexion to the figures. Only 
a@ report can bring out such points. It is not sufficient to 
provide management with a sales figure, but details of 
sales of major products, with trends, should also be brought 
out. Although such items can be brought out in detailed 
statements, these detailed statements are much more diffi- 
cult to read than a narrative report which covers only the 
products worth talking about. 


When discussing manufacturing costs in a report, it is 
possible to explain to management just what is happening, 
and where the danger spots are. It is in this control field 
where the accountant gives such an important service, but 
no statements can hit home the points in the way that the 
English language can. In discussing costs, it is often de- 
sirable to draft the report around the unusual charges, the 
items which cause costs to be higher or lower than might 
be expected in relation to the volume of sales, market 
trends, etc. Here again, a statement sufficiently concise 
to be of value cannot supply such detail. 

Future earnings are of as much importance as past re- 
sults. Management and owners want to know what is 
going to happen, just as much as what has happened. Here 
again, formal statements can scarcely include long-term 
forecast figures, but a narrative report can, and should, in- 
clude a section forecasting sales and profits for at least a 
full year ahead. The forecast is only the final phase of 
the long-term trend, and here again the narrative report 
has a marked advantage. To show long-term comparisons 
in financial statements involves prodigious masses of fig- 
ures which, in the long run, camouflage the point that it is 
desired to emphasize. On the other hand, a brief para- 
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graph, illustrated by one or more charts, will throw salient 
points out in sharp relief. 

A conception of profits is in the process of development, 
whereby a company’s total earnings are considered to fall 
into two main categories, firstly income arising out of ac- 
tions of management, and secondly income resulting from 
market fluctuations beyond the control of management. 
The latter class of income may be of great importance in 
certain industries, the cost of whose products is composed 
to a large degree of material costs, since major changes 
in market prices cause widespread fluctuations in book 
profits owing entirely to inventory valuations, although ac- 
tual physical quantities may remain unchanged. It has 
long been recognized that inventory valuation is of prime 
importance in computing periodic profits, and such devices 
as the “Lifo” valuation basis, “basic stock” inventories, 
and inventory valuation reserves have been designed to 
eliminate from stated income any unrealized profits on in- 
ventories. The operation of these devices is a closed book 
to all laymen and most accountants, and there is little won- 
der that attempts to disclose such items in financial state- 
ments are so brilliantly unsuccessful in so far as the non- 
accountant is concerned. Efforts to segregate profits in 
financial statements between those earned and those un- 
earned cannot but increase the general confusion, but a 
paragraph in a narrative report can explain in very few 
words how much of the total profit represents “market 
gains”, how much is realized and how much is not. 

An entire volume could be devoted to an analysis of 
the difficult accounting problems that cannot be adequately 
disclosed in financial statements without causing the utmost 
confusion. The above few points may, however, be suffi- 
cient to give some indication of the uses to which reports 
can be put to clarify financial results for the layman. 


Conclusion 

To sum up, it is contended that efforts to develop a 
standard form of financial statement that will provide 
adequate disclosure of information for all types of com- 
pany will be almost entirely unsuccessful. The present 
approach—that of piecemeal revisions to the existing rigid 
form of statements—is based on the assumption that fin- 
ancial statements as such are the only possible means of 
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informing management on the results for the year and the 
position at the end of the year. The composer might as 
well try to get his musical point across with only his score, 
and leave the orchestra at home! The approach cannot 
help but fail because it ignores the fundamental principle 
of salesmanship—talking to a man in his own language. 

When accountants recognize that financial statements 
are valuable working sheets for their own use, but nothing 
more, they will cast around for another method of provid- 
ing management, owners and the public with the financial 
information needed to run modern industry. Then possibly 
they will devote their energies to developing a form of nar- 
rative report, so flexible that it can be adapted to meet the 
requirements of any type of company, so simple that the 
most inexperienced layman can comprehend fully what has 
happened. Financial statements may be used as illustrative 
schedules, but even in this role they will be in condensed 
form, with all unimportant figures eliminated, and will be 
referred to only by the very few who are interested in such 
things. 

The preparation of a good report is not simple. It must 
be concise, it must hold the attention of the readers, the 
points must be made clearly and punched home. Further- 
more, if it is to be of any value, it must be produced im- 
mediately after the end of the period under review—that ‘ 
is to say, it is always produced in great haste. Report 
writing is not a gift, however, and anyone with an above- 
average vocabulary can be taught to write a report in about 
half the time we now spend training our students to pre- 
pare formal financial statements. 

Like all major revisions to policy in any profession, the 
swing away from financial statements will be accomplished 
only after a long and bitter struggle with reaction, but in 
this instance it may be speeded by management, which has 
already taken matters into its own hands. More and more 
companies are now providing shareholders with a narra- 
tive report on the year’s operations, originally amplifying 
the statements required by law, but now, for all practical 
purposes, replacing them. In Canada, this trend is still in 
its infancy, but it is developing rapidly, and the accounting 
profession cannot hesitate long if it desires to retain the 
voice of authority in its own field. 
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Prepaid Expenses and Deferred Charges 


By G. Frank Lafferty, C.A. 
Quebec, P.Q. 


Eyer desirability of achieving as much uniformity as pos- 
sible in published balance sheets is, I believe, readily 
accepted by practising members and by our governing in- 
stitutes and societies; everything possible should be done in 
an endeavour to eliminate any common differences in term- 
inology or form of presentation, thereby facilitating to some 
extent the comprehensive study and analysis of balance 
sheets by business men and shareholders for whose infor- 
mation they are prepared. 

A glance at a number of balance sheets of public com- 
panies, audited by different accounting firms, will suffice 
to reveal that there is very little uniformity in the use of 
the terms “prepaid expenses” and “deferred charges”. 
Their place among the assets varies frequently and it is 
often difficult to determine what type of asset they are 
intended to describe. 

I have selected at random, from a file of published state- 
ments of Canadian companies, twenty-five balance sheets 
containing prepaid expenses or deferred charges, and have 
grouped them according to the description and position of 
these two assets, as follows: Six contain prepaid insurance, 
taxes, etc... . either with or without the title prepaid 
expenses, which are placed among the current assets or im- 
mediately following them. One contains deferred charges. 
as a title grouping preliminary and organization expenses 
and special maintenance expenses, placed as the last item 
before fixed assets. Four contain deferred charges as a 
title for prepaid insurance, taxes, etc., of which two are 
placed immediately following the current assets and two 
are shown as the last item of the assets. Six contain defer- 
red charges or deferred charges to operations with no de- 
scription or explanations whatsoever, of which three are 
placed as the last item of the assets, one as the last item 
before the fixed assets, one immediately following the cur- 
rent assets and one (in which there are no titles grouping 
assets) between accounts receivable and cash. Two contain 
prepaid insurance, taxes, etc. . . . and discount on bonds 
grouped together under the title deferred charges and 
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placed as the last item of the assets. Six contain different 
titles such as “prepayment and deferred charges’, “defer- 
red charges and prepaid insurance premiums” and “defer- 
red expenses” with no further description or particulars, 
and are shown at various places among the assets. 

The lack of consistency in the treatment of prepaid 
expenses and deferred charges, evidenced by the balance 
sheets described above, seems to warrant some attempt by 
practising accountants to standardize their interpretation 
and use. 

Definitions 

The dictionary compiled a few years ago by the com- 
mittee on accounting terminology of The Dominion Associa- 
tion of Chartered Accountants defines the two assets in 
question very clearly and concisely, as follows: 

PREPAID ExPensss: “A term used on balance sheets to rep- 
resent that portion of expenses paid in advance the benefits 
from which are still to be obtained. It should only be used 
in connection with expenses which cover a definite period 
of time, and which thus will be charged into profit and loss 
within that period of time; and for such part of that time 
as falls within a year from the date of the balance sheet, 
they may be included among current assets. Examples are 
rent paid in advance, unexpired insurance premiums, etc. 
Items which carry over more than a year should be stated 
separately or shown as ‘deferred charges’, which are not 
‘current’ assets.” 

DEFERRED CHARGES: “Expenditures made by a company or 
corporation which result (usually) in intangible benefits, 
these being either continuous or of an indefinite duration, 
e.g., preliminary expenses on incorporation, moving ex- 
penses, etc. Such and similar expenses are usually extin- 
guished by appropriations as profits afford. 

“The term should not be used for expenditures which 
have a definite value realizable in future periods, such as 
insurance premiums prepaid, rent paid in advance, etc.; 
these finally become charges to profit and loss in the period 
which they cover, and should be called ‘prepaid expenses’.” 

The difference between the two terms is established 
beyond question in the above definitions and also similarly 
in the booklet of terminology of the American Institute of 
Accountants and by many other authorities and authors; 
if such definitions were closely followed in practice there 
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would be no occasion for the terms being used ambiguously 
as they so often are. 

The explanations given by the committee on accounting 
terminology cannot be improved upon but it may be ad- 
vantageous to enlarge a little upon the subject and to con- 
sider some more extensive examples. 


Examples of Prepaid Expenses 

The essential part of the definition of this asset is that 
it represents “expenses paid in advance the benefits from 
which are still to be obtained”. That is to say, that there is 
still some service or use to be derived from the expenses, 
which is definitely attributable to the operations of the suc- 
ceeding period. The following examples of prepaid ex- 
penses will serve to illustrate clearly the principle involved: 
(a) Insurance premiums paid in advance for a period ex- 
tending beyond the year-end of the company; the insurance 
company owes coverage until the expiration of the policy; 
(b) taxes paid in advance for a period which does not 
coincide with the fiscal year of the company; the taxpayer 
is entitled to certain services until the end of the taxation 
year, such as police and fire protection and maintenance of 
streets; (c) rentals paid in advance at the date of the bal- 
ance sheet; the company has a right to the occupancy of the 
leased premises during the period for which rent has been 
paid; (d) inventories of supplies such as stationery and 
fuel for heating which will only be used in the succeeding 
period; (e) the cost of publishing a semi-annual or seasonal 
catalogue which will be in use for a part of the succeeding. 
period may partly be considered as a prepaid expense ; such 
procedure would attribute the cost equitably to the sales 
derived from the catalogue in the two financial periods; 
(f) advertising matter such as ash-trays, pencils, etc., 
which will only be distributed in the succeeding period; (g) 
interest on notes discounted paid in advance at the end of 
a period may be set up as a prepaid expense so as to charge 
the succeeding period with its share of interest expense. 

Examples of Deferred Charges 

On the basis of the definition quoted above, deferred 
charges may be described as expenditures which result in 
intangible benefits having no definite value realizable in 
future periods. As a rule they represent book debits from 
which future operations will derive no tangible services or 
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usage and cannot therefore be attributed to the expenses 
of any particular period. They are simply expenditures 
which might be written off when incurred, but which are 
carried forward by decision of the management to be writ- 
ten off in whole or in part at some later date; that is to 
say, the charge to profit and loss is deferred. Following 
are a few common examples of deferred charges: (a) Pre- 
liminary, incorporation, organization or reorganization ex- 
penses, which are usually written off over a period of from 
three to five years; (b) discount on bonds issued may be 
carried as a deferred charge and amortized throughout the 
life of the bonds; (c)) research and experimental expenses 
the fruits of which cannot be definitely attributed to the 
revenue of any particular period, should be considered as a 
deferred charge until written off; (d) the cost of a survey 
by industrial engineers, of changing methods of production, 
of installing a system of mechanical accounting or such 
similar expenses, if not written off in the year in which they 
are incurred, constitute deferred charges; (e) large expen- 
ditures for opening up new sales districts or branches may 
be set up as a deferred charge to be amortized over a period 
of a few years; (f) expensive advertising campaigns and 
other expenses in connection with marketing a new product 
may be correctly considered as deferred charges until writ- 
ten off; (g) plant alterations, which are not of a nature 
to be capitalized but rather to be amortized over a period 
of a few years, should be set up as a deferred charge. 


Position in the Balance Sheet 

It is generally admitted that prepaid expenses may be 
correctly included among current assets, but because they 
will not normally be converted into cash, they are seldom 
inscribed under this heading. They should, however, be 
entered in the balance sheet immediately following current 
assets. Such a position is warranted by the fact that pre- 
paid expenses represent definite benefits which will be real- 
ized in the succeeding period and which will therefore de- 

crease the working capital requirements of such period. 
Deferred charges, on the other hand, should never be 
ranked as high on the balance sheet as just after the cur- 
rent assets. They have no tangible value and should be so 
regarded in any analysis of the balance sheet based on 
ratios, trends, etc. . .. Deferred charges should be in- 
scribed as one of the last items on the asset side, regardless 
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of whether the current or fixed assets are placed at the top. 
They may well be grouped with other intangible assets, but 
if shown separately, they should rank only before other in- 
tangibles which are known to be of no practical value. 
Conclusion 

The fact that prepaid expenses and deferred charges sel- 
dom represent important amounts in proportion to other 
items in the balance sheet does not justify the lack of uni- 
formity in their use. Many assets and liabilities are dif- 
ficult to describe precisely and their positions in the balance 
sheet may vary considerably according to circumstances. 
Prepaid expenses and deferred charges, however, occasion 
no such difficulties and their use could be standardized very 
easily. If these two terms were used to describe the correct 
types of assets, according to their definitions, and if they 
were placed in the balance sheet in the manner suggested 
by most accounting authorities, their meaning could be 
understood without hesitation by anyone examining pub- 
lished statements. 


DOUBLE DEPRECIATION REGULATIONS 


The double depreciation regulations (P.C. 8640) pub- 
lished in our December issue have been revised to correct 
what was obviously a typographical error. The amending 


order in council (P.C. 9152), dated December 5, reads as 


follows: 

His Excellency the Governor General in Council, on the 
recommendation of the Minister of Finance, the Minister 
of Munitions and Supply, the Minister of Reconstruction 
and the Minister of National Revenue, is pleased to amend 
Order in Council P.C. 8640 dated November 10, 1944, pro- 
viding for depreciation at double the rates normally al- 
lowed in respect of plant or equipment built or acquired in 
the period set out, and it is hereby amended as of the 10th 
day of November, 1944, by deleting “(ii)” in paragraph 
(k) of Section 3 of the said Order and substituting there- 
for “(i)”. 
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Rehabilitation of Company Finances 
Under The Companies’ Creditors 
Arrangement Act 


By W. G. Leonard, C.A. 
Kingston, Ontario 

N° DOUBT all practising chartered accountants have at 

some time or other had the experience of obtaining a 
clear insight of the deficiencies in managerial procedures in 
the offices of clients without being able to see how it would 
be possible to effect any lasting remedies because of the 
natural bias towards traditional procedures on the part of 
the management. Sometimes the auditor feels a sense of 
frustration coupled with the wish that it were possible to 
demonstrate in a concrete manner the worth of recommen- 
dations which should be made but which as he knows it is 
almost useless to make under the existing circumstances. 

The writer feels that readers of THE CANADIAN CHART- 
ERED ACCOUNTANT may be interested in an outline of the 
case history of two instances where chartered accountants 
acting as trustees under The Companies’ Creditors Ar- 
rangement Act, 1933 (23-24 George V, chapter 36) were 
able not only to demonstrate the soundness of their ideas 
but to bring two small family-owned corporations back 
from the verge of bankruptcy and to pay off in full two 
sets of unsecured creditors who had expected to receive at 
best only a fraction of their claims. 

In each case, the auditors had, during the protracted 
period of unprofitable operation prior to the ultimate finan- 
cial crises, submitted their recommendations to the direc- 
tors as to how best improve the situation and had the very 
common experience of seeing their recommendations on 
minor points adopted in part and their recommendations 
on major points disregarded. 

Procedure Under Act—In General Terms 

The Companies’ Creditors Arrangement Act is a com- 
paratively short document which does not attempt to lay 
down procedure in detail. It provides that application may 
be made to the court having jurisdiction (as set out in 
section 2(a) of the act) to propose a compromise or ar- 
rangement between a debtor company and its creditors 
either unsecured or secured, which application may be 
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made by any of the following persons: (1) The com- 
pany; (2) any creditor; (3) a trustee in bankruptcy or 
liquidator where one has been appointed. It should be 
noted that in the two cases mentioned below, no proceed- 
ings in bankruptcy were taken although the companies 
technically were insolvent. 

The court may on receipt of such an application order a 
meeting of the creditors or of the class of creditors involved 
and, if the court so determines, of the shareholders of the 
company, such meeting or meetings to be summoned in such 
manner as the court directs. ; 

It is provided that if a majority representing three- 
fourths in value of the creditors (or the class of creditors) 
present and voting either in person or by proxy agree to 
either the original compromise or arrangement or to the 
proposal as altered or modified at the meeting or meetings, 
the proposal may be sanctioned by the court, and if so 
sanctioned shall be binding on both the creditors and the 
company. The court is given power to make orders stay- 
ing all proceedings in any action, suit or proceeding 
against the company upon such terms as the court sees fit. 
Procedure for appeals to higher courts is provided. 


Detailed Procedure Adopted—Case 1 

The company was in financial difficulties and was sued 
by one of its unsecured creditors. 

On the initiative of counsel representing one of the 
largest secured creditors who was also a shareholder, an 
informal meeting of the largest unsecured creditors was 
held at which the auditor was asked to be present. The 
financial condition of the company was laid before the meet- 
ing. A number of the creditors were of the opinion that 
proceedings should be taken under the Bankruptcy Act 
while others thought that the company could earn money 
if efficiently managed. A new manager had recently been 
engaged and the auditor gave his opinion that if inventories 
were taken monthly so that accurate periodical statements 
could be made available as a basis for adequate budgetary 
control over financing, there was no reason why the com- 
pany could not regain its solvency. His advice was taken 
and it was agreed that the company should make an 
application to the court under The Companies’ Creditors 
Arrangement Act. The auditor was commissioned to pre- 
pare details of a proposal for a compromise agreement to 
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be submitted to a meeting of the unsecured creditors called 
under an order of the court. 

The proposal covered the following points for agree- 
ment between the company and its unsecured creditors: 

1. Time extension of all claims. (6 months in first in- 
stance but extended to 18 months at a later meeting called 
for that purpose.) 

2. Appointment of trustees to manage the company on 
behalf of the creditors during the period of the agreement. 
The trustees appointed were the auditors of the company. 

3. Appointment of an advisory committee of inspectors 
to act on behalf of the creditors. (4 local representatives 
of larger creditors.) ; 

4. Agreement on satisfactory terms (previously agreed 
with the bank) for systematic reduction of bank loans. 
(Planned reductions of so much per month.) 

5. Details of safeguards to be imposed by trustee on 
financing of purchases, etc. (Purchases on C.O.D. basis. 
Limits placed on credit to customers. Monthly audit to 
check these matters.) 

6. Provision for monthly reports of operations, book 
debts and inventories to committee of inspectors. (Finan- 
cial statements prepared monthly.) 

7. Provision for payment of pro rata dividends in re- 
spect of claims of unsecured creditors by trustees as and 
when funds available. (Dividends actually were paid on a 
basis of 10% or 15% of claims when funds available until 
claims were paid in full.) 

8. Provision whereby inspectors might call new meeting 
of creditors if operations did not show expected improve- 
ment. (Not found necessary as operations did show im- 
provement.) 

It is noteworthy that some of the creditors who had 
first-hand knowledge of the situation were pessimistic as 
to the possibility of adequate improvement and would have 
been willing to take a percentage of their claims in full 
settlement. Actually the introduction of monthly state- 
ments and of scientific budgeting under professional super- 
vision enabled the company to find the reasons for its losses, 
increase its earnings and to pay off all its unsecured credit- 
ors in full within the period of eighteen months from the 
date of the compromise agreement. 
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Detailed Procedure—Case 2 

The procedure in this case was, in its main outlines, 
similar to that in case 1, except that the auditor had less 
confidence in the management of the company and was not 
willing to give an opinion as to whether or not things had 
gone too far to be remedied. The bank and other secured 
creditors had already levied on their security and very 
little except the physical property was left to meet the very 
considerable claims of the unsecured creditors. One of 
the shareholders brought forward a plan whereby a part 
of the undertaking could be sold to obtain a little working 
capital to re-open the plant and re-commence business. 


Protracted negotiations were necessary but the auditor 
was finally able to lay a proposal before a meeting of the 
unsecured creditors covering the points detailed below, 
which proposal was adopted and put into. practice. A 
change in management was agreed to in advance and was 
announced at the outset of the meeting. 

Points covered: 

1. Time extension of all claims. (12 months. No fur- 
ther extension required.) 

2. Management of company by the trustees (the audit- 
ors of the company appointed as trustees for the unsecured 
creditors). (Auditors managed banking account as 
trustees.) 

3. Appointment of an advisory committee of inspectors 
to act on behalf of the creditors. (5 representatives of 
larger creditors.) 

4. Authority to accept an offer to purchase one of the 
departments of the business. 

5. Agreement with secured creditors (mortgagees) as 
to terms under which proceeds from sale of certain equip- 
ment and machinery (covered by purchase offer) could be 
used as working capital. (2nd mortgage taken.) 

6. Control by trustees over financing. (Trustees signed 
all cheques and exercised direct supervision.) 

7. Provision for payments (when possible) of pro rata 
dividends in respect of claims of unsecured creditors. 
(Dividends paid at rates varying from 15% to 25% until 
creditors paid in full.) 

8. Provision for monthly reports of operations to in- 
spectors (based upon a physical stock-taking). (Monthly 
financial statements prepared.) 
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9. Provision whereby inspectors might call new meeting 
of creditors if operations did not show satisfactory results. 
(Not found necessary as results were satisfactory.) 

It was found that, in this case, institution of proper 
budgetary controls and the elimination of wasteful selling 
methods brought about a measure of success which exceed- 
ed the most optimistic expectations of any of the persons 
concerned and that in this case, the unsecured creditors 
were paid off in full within one year. 


Conclusion 

The purpose of this article is to bring to the attention 
of members of the profession a piece of legislation in re- 
gard to which the writer has seen very little publicity but 
which has been found in practice to be an extremely useful 
and flexible device for the rehabilitation of these two small 
companies both of which were technically insolvent and 
whose solvency has since been re-established to the satis- 
faction of all persons concerned. It is true that these cases 
were made easier by the fact that business in general was 
in a boom period rather than one of depression, but it is 
equally true that it was only the existence of this legisla- 
tion allowing the deferment by court order of all immediate 
claims and the setting up of machinery for compromise 
and for improvement of method and its application to these 
special cases that prevented the bankruptcy of the two 
concerns. 


BOOK WANTED 


A member of the Association wishes to secure a copy of a book 
which is now out of print—McNair’s “Retail Method of Inventory”— 
and will pay retail price for it. Anyone having a copy which he 
does not require, please advise The Editor, The Canadian Chartered 
Accountant, 10 Adelaide St. East, Toronto 1, Ont. 
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APPLICATION OF LOSSES AGAINST PROFITS 
The following table and comment have been supplied 
by Gordon T. Myles, C.A. 


(Bracketed years are to be included only where the business is that 
of farming) 


A PROFIT Maybe 
May be offset by EARNED offset 
unabsorbed losses IN further 
incurred in THE by a loss 
YEAR incurred in 


1940 
1941 
1941 1942 
1942 1943 1944 
(1942) 1943 1944 1945 
(1948) 1944 1945 1946 
1944 1945 1946 1947 
1944 1945 1946 1947 1948 
1945 1946 1947 1948 1949 
1946 1947 1948 1949 1950 
1947 1948 1949 1950 1951 
ete. 


Application must be, to the full- 
est possible extent, to, and from, 
the earliest possible year; thus 
the earliest possible profit must 
be offset first— 


and to the fullest possible extent. 


EXAMPLE: A 1947 profit would 
be offset firstly by any 1944 loss 
to the extent that such loss 
could not have been previously 
absorbed (see 1944 contra). 


Where the 1944 loss, if any, has 
been extinguished, then the 1947 
profit—that is, the unoffset por- 
tion of it—would similarly be 
offset in sequence by any unab- 
sorbed 1945-6 losses (see con- 
tra), and finally (involving 1947 
AMENDED RETURN(S)) to the 
extent of any 1948 loss. 


The process is more restricted 
in earlier years, thus a 1942 pro- 
fit may be offset only to the ex- 
tent of any 1941 loss. 


May be A LOSS 
absorbed ee be absorbed 


by an I 
unoffset THE further by unoffset 


profit YEAR profits earned in 
earned in 
1940 


1941 1942 
1942 1948 (1944) 
1943 1944 (1945) 
1943 1944 1945 1946 1947 
1944 1945 1946 1947 1948 
' 1945 1946 1947 1948 1949 
1946 1947 1948 1949 1950 
1947 1948 1949 1950 1951 
“1948 1949 1950 1951 1952 
1949 1950 1951 1952 19538 
ete. 


Application must be, to the full- 
est possible extent, to, and from, 
the earliest possible year; thus 
a loss is allowable only to the 
extent that it could not have been 
previously absorbed. 
EXAMPLE: A 1947 loss would 
be absorbed firstly by any 1946 
profit to the extent that such pro- 
fit could not have been previous- 
ly offset (see 1946 contra, note 
also that this would involve 1946 
AMENDED RETURN(S)). 
Where the 1946 profit, if any, has 
been extinguished, then the 1947 
loss—that is the unabsorbed por- 
tion of it—would similarly be ab- 
sorbed in sequence by any unoff- 
set 1948-9 profits (see contra), 
and finally to the extent of any 
1950 profit. 

The process is more restricted 
in earlier years, thus in any 
business except farming a 1942 
loss may be absorbed only to the 
extent of any 1943 profit. 


AMENDED RETURN: The offsetting of a profit by a subsequent loss 
would involve the filing of amended tax return(s) for the year of such 
profit. Care should be taken that this is not’ precluded by Section 


56 of the Income Tax Act. 
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Economics of The Canadian Market 
By Gilbert Jackson 
(A lecture delivered at McGill University, October 2, 1944.) 


OST of us, I suppose, at one time or another, have 
promised to talk about some topic in our field—realiz- 
ing only too late that zeal can outrun discretion. 

In this instance I learned not long ago that I was to 
talk about, not only costs of distribution and the release of 
wartime controls, not only the savings of our people in 
wartime and their hopes of rebuilding an export trade af- 
terwards, but also the problems of the War Assets Corpor- 
ation, tariff trends, monetary stabilization, “and other 
basic economic factors”. Ladies and gentlemen, if I were 
qualified to talk about all of these things I should keep you 
here, not for an hour and a half, but for a week and a 


But I’m not qualified, so you may rest easy, knowing 
that you’ll get home to bed this evening at your usual time. 

Some of these topics I shall pass by very quickly tonight 
—not because I fail to recognize their great importance; 
but simply for lack of knowledge regarding what is being 
done or planned in respect of them. 

A Canadian business man, hitherto successful in Can- 
ada, moved in the nineteen-thirties to London, and estab- 
lished a manufacturing business there. Asked if he did not 
think this a rash step, he pondered awhile and answered, 
“No. The man who can make a success of business in Can- 
ada should know that he could make a success of business 
anywhere.” 

What are the special characteristics of this country, 
which give point to such a remark? 


First, of course, the size of our population, still some- 
what less than twelve millions, precludes mass production 
of most kinds of merchandise for the domestic market 
alone. We can have mass production in the true sense of 
the term, when we process our native raw materials, mostly 
for export, into newsprint and flour. We can have mass 
production where massive concentrations of energy make 
it possible to process imported raw materials, like bauxite 
(also mostly for export) in simple fashion and on an en- 
ormous scale. But for our domestic market, generally 
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speaking, we cannot undertake mass production, as the 


term is understood elsewhere. 

Secondly, the distribution of our limited population in 
pockets at either end of the Dominion—in a long thin rib- 
bon for 700 miles, from Windsor to Quebec—and in another 
still thinner and longer ribbon, from Calgary to Montreal 
—means that the cost of distributing goods in this Do- 
minion is unusually high. We need more miles of railroad 
and highway, to serve us per thousand of population, than 
any other people on earth. We need, I dare say, more com- 
mercial travellers per thousand of population than anyone 
else. 

Our markets are more disorganized by the time factor, 
than perhaps any markets anywhere. Our fashionable 
young women in Montreal or Toronto keep abreast of the 
styles in New York. To retain the custom of these damsels, 
our clothing manufacturers must keep up with changing 
fashion, to the minute. But if they do keep abreast of this 
season’s styles in New York, they can hardly do much busi- 
ness among the ladies of—well I need not mention the name 
of the place, but all of us have been there—whose more 
limited acquaintance with fashion has only just made them 
familiar with what New York was wearing last season. 
And mind you, for some of us Canadians there is nothing 
really backward in being just a single season out of date. 
I could take you down to the sea—but the name of the 
place must not be mentioned for security reasons—where 
they’re still wearing the styles of 1939—and it is not from 
patriotic motives either! 

The Factor of Climate 

As if our small numbers, and our wide scatter, and our 
varying remoteness from the fashion centres were not 
enough, consider the frequently recurring revolutions in 
Canada’s transportation system, when our rivers and lakes 
alternately freeze to signalize winter’s arrival, and thaw 
to signalize its departure. These predictable but unin- 
vited revolutions, which regulate the movement of most 
heavy goods in this Dominion, impose on us a perpetual 
need for contriving, in order to keep down costs of distri- 
bution. 

From the spring until the fall, we laboriously build 
stockpiles of coal, and everything else that comes in most 
cheaply by water. From the fall until the spring we live on 
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these stockpiles. From the fall until the spring we keep 
full elevators at the lakehead. From the spring until the 
fall, in one mad rush, we try to get away by lake steamship 
the crops of half a continent. 


We boast of the marvellous facilities that our Great 
Lakes afford—we do not always add the qualification “for 
twenty-six weeks per annum”. 


We boast, and with reason, of our invigorating climate. 
“Men and wheat are just the same—the further north you 
grow them the stronger they come up.” But we sometimes 
forget the heavy cost of seasonal unemployment in Canada 
—which is mainly due to the range of this invigorating 
climate—and which is, of course, just an additional cost in 
our undertakings. 

Even if we had in this Dominion what economists now 
call full employment (which, whether it is attainable or not, 
may be defined as a sort of stabilized permanent prosper- 
ity) we should not all of us be sure of a job, as often as we 
desired one. Something like 414% of our possible working 
time (and a corresponding volume of production) would 
be lost owing to seasonal fluctuations in business, them- 
selves due mostly to seasonal changes in temperature. 

We sometimes also fail to notice the special capital in- 
vestment (in the form of stronger walls and roofs and more 
extensive heating plants) necessary to the continuous op- 
eration of our factories under Canadian winter conditions 
—a capital investment which inevitably “loads” our cost 
of manufacture, as against those of industries in more mod- 
erate climates. 

I venture to think that if the Mediterranean regularly 
froze from some time in November till (say) the close 
of April, Rome would not have housed the Caesars, and 
perhaps could never have become the centre of Christen- 
dom. 

I venture to think that if the River Thames (which was 
once frozen solid, in the reign of King Charles II) were to 
freeze like clockwork every winter, London would never 
have become a financial capital. 

I venture to think, also, that if the harbours of Mel- 
bourne and Sydney were closed regularly to navigation for 
six months at a time, Captain Cook (or van Diemen, or 
whoever claims the credit of having discovered Australia) 
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would have given back that continent abruptly to the bush- 
men and the kangaroos. 

Let us be frank, and confess that ordinary business in 
this Dominion is not all beer and skittles. The conditions 
in which we live add much to the cost of our business; and 
in addition, demand unusual ingenuity. 

From some of our natural handicaps we have mercifully 
been delivered in wartime—even if only “for the duration’. 

No longer do clashes between the demands based on 
last season’s styles and the demands based on this season’s 
styles bedevil our manufacturers. 

In respect of almost half of our national production, 
Mr. Howe’s taste in ships, aeroplanes and tanks, bombs and 
rifles and rockets decides all argument about fashion. For 
his varied purchases are of not much less importance in 
themselves, than the combined purchases of all kinds, of all 
the consumers in Canada but Mr. Howe. 

Moreover, by concentrating on the needs of a single con- 
sumer, we have made mass production possible in hundreds 
of lines, where it was not possible before. 

As regards those consumers other than Mr. Howe, to 
whose needs Canadian industry still—more or less—does 
cater, we have also created at least some possibilities of 
mass production. 

Thanks to Mr. Donald Gordon and the prices board, no 
matter what may be the choice of these millions of individ- 
uals, they get the goods which it is least trouble to produce. 
As consumers, they can jolly well use the same kind of tooth 
powder; wear the same kind of pyjamas; and carry the 
same kind of plastic cigarette case—or else (in the words 
of my favorite advertisement) “run the risk of offending”’; 
sleep in the nude; and give up nicotine. 


Wartime Regulations 

There are two more respects in which wartime regula- 
tions have simplified life for the Canadian business man. 

In the first place, he has been cushioned against some, 
at least, of the blows of circumstance. (Under certain cir- 
cumstances, the state will subsidize his business; a part of 
his costs will be met out of the public funds.) 

In the second place, he has been shielded from at least 
one of the seven deadly sins—that of covetousness. (For 
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under certain other circumstances—that is, if he really suc- 
ceeds in his business—the state will step in and relieve him 
of what it describes as his excessive profits.) 

As often as not in these days, the Canadian business man 
is told what to produce (with specifications in detail), and 
for whom; and at what price; whom he shall employ (some- 
times without much regard to the qualifications of the hired 
man); and at what scale of wages; whether he may sell 
otherwise than for cash; and if so, what credit he shall 
give; whether he shall make a profit on the transaction; 
and in that case (inferentially) how much his profit shall 
be. 

We have mobilized our productive resources in world 
war II far more effectively than we dreamed of doing in 
world war I. At the same time, we have not only kept 
within limits the strains inevitable on the civilian front 
in wartime—we have also contrived that these strains shall 
be shared among us with reasonable equity. 

While maintaining on active service overseas, or in uni- 
form at home, something like three-quarters of a million 
of our most energetic and intelligent citizens, we have suc- 
ceeded in producing goods of all kinds on a scale unequalled 
(and indeed undreamed of) in peacetime. Even when our 
output of munitions reached its maximum, the citizens of 
Canada (despite queues outside the liquor stores and the 
rationing of certain other goods) were still living, on the 
average, better than they had ever done in days of peace. 

The so-called freezing of the price level since November 
1941 has, of course, been a remarkable success. But in the 
case of many products, there has of course been an inevit- 
able deterioration of quality. The consumer has also been 
compelled to put up with a marked deterioration of service 
—hesides the loss of convenience which he has inevitably 
suffered, as a result of all this regimentation. Thus, apart 
from the rises in the cost of living (18%) and in the level 
of wholesale prices (31%) indicated by the government’s 
figures, there has been what may be described as “a con- 
cealed inflation” of indeterminate amount. 

The streamlining of our economy for war purposes took 
something like four years, and retrospectively, falls into 
two stages about equal in length. From September 1939 
until November 1941, we felt our way, one step at a time, 
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towards the goal of a total war effort. But in November 
1941 we came under sweeping and universal price and com- 
modity controls and selective service regulations, almost 
the whole of which are still effective. 

Except for temporary setbacks due to seasonal causes, 
the number of employed civilian workers in Canada grew 
steadily during both of these stages. In the first couple of 
years (according to bulletins of the Dominion government) 
the number of employees in reporting establishments in- 
creased by something like 41%. By November 1941 we 
had, I suppose, already reached the condition which econo- 
mists now call full employment. In the second couple of 
years we put conventional conceptions of full employment 
behind us; the corresponding additional increase, to date, 
equals about 19% of the force employed in September 1939. 

So far as these reports of the numbers of employed are 
concerned, the trend was upwards continuously till the 
fourth quarter of 1943; when a maximum was reached and 
apparently passed. There is now reason to suppose that 
the rate of enlistment in our armed forces is being main- 
tained only by net reductions in the size of our civilian 
working force. In other words, a diagram illustrating 
these changes would show the peak of civilian employment 
behind us. We passed it at the close of last year. 


- Problems of Reconversion 

We now pause to look, not back on this process of mobi- 
lization for total war, but forward into the period of re- 
conversion when we shall be beating our swords into’ 
ploughshares, and our spears into pruning hooks—retain- 
ing (we hope) a few swords and a few spears in their 
original form—lest there be more trouble. 

The process of reconversion is likely to be gradual. We 
do not know how long a time will pass before the Japanese 
are beaten to their knees, or how great an effort will be re- 
quired for this purpose. But it is believed that the cessa- 
tion of organized resistance in Germany not far hence will 
enable us to begin the process of reconversion. One by one 
materials are going to be released for the making of goods 
to satisfy civilian needs, and labour will gradually be made 
available for these purposes. 

Just as in the conversion of our industry to the needs 
of total war, we were confronted by problems outside of 
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our previous experience, so must we be prepared to deal 
with a new set of problems equally without precedent, as 
we proceed to the task of reconversion. For in demobilizing, 
we do not intend or hope merely to retrace our steps and 
return to the conditions of 1939. On the one hand we 
should like to retain some of the gains got from our war- 
time experience. On the other hand, we must recognize 
that in the neurotic, torn and impoverished world of to- 
morrow, Canada may face dangers and difficulties of which 
there was not yet need to take account in 1939. 

It is perhaps appropriate, at this point, to look back on 
the close of world war I and, as it were, to make a thumb- 
nail sketch of the course of events following November 
1918. 

Conditions at the time of the 1918 armistice were in 
some respects not unlike those of today. There was the 
same shortage of materials, of civilian manpower, and of 
finished goods. Though compared with our own methods 
of control, those of 1918 were partial and clumsy, the gov- 
ernments of the time had been attempting to divert the 
maximum of allied resources to military purposes—and to 
restrict correspondingly the consumption of civilians. 

In one respect, of course, the parallel breaks down com- 
pletely. The retail cost of living in Canada rose by some- 
thing like 56%, between August 1914 and the close of 1918. 
The level of wholesale prices rose during the same period 
of time, by something like 106%. In other words, alike 
in the retail and the wholesale fields, the rate of inflation 
was rather more than three times as rapid in world war I 
as it has been (under the restraint of the prices board and 
other agencies) in world war II. 

Because of that almost unrestrained rise of prices be- 
tween 1914 and 1918 (and because our system of taxation 
was then somewhat rudimentary) profiteering was rife; 
and the strains on the civilian front of world war I were 
most inequitably distributed. 

The shortage of merchandise for civilian use lasted for 
at least eighteen months after the 1918 armistice; when it 
abruptly became an oversupply. During these eighteen 
months prices both wholesale and retail were destined to 
rise still more rapidly than they had been rising in time 
of war. By May, 1920, the government’s index of whole- 
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sale prices stood no less than 150% above the level of 1914. 

It then fell by 40% in one of the most abrupt and cata- 
clysmic deflations that history records — an “inventory 
crisis” which wiped out and destroyed a very large part of 
the profits made in wartime. Prices (and costs) appeared 
to become stabilized at a level about 50% higher than that 
of 1914. 

The convulsion of 1920-1921 caused a great deal of 
short-lived unemployment and distress. But probably more 
important and certainly more lasting was the disruption of 
the price structure which persisted after the deflation had 
run its course. From 1921 onwards the prices of our prim- 
ary products, and of our wheat in particular, were so low 
relatively to the prices of other things in Canada, that the 
purchasing power of a large proportion of our people was 
severely restricted. As a result, of course, there could be 
no complete resumption after 1921 of our industrial activi- 
ty. To maintain your economic system in full production, 
you must have either total war (organized along the lines 
that Dr. Schacht has taught us) or else a balanced economic 
system. Versailles gave us neither. 

I venture to say today that our fundamental task as 
would-be statesmen is not to bring about socialism, or cor- 
poratism, or individualism, or indeed any kind of “ism’’: it 
is to create a balanced economic system. And until we do 
this, it is useless to run around talking about the millenium. 

Our economic system remained out of balance roughly 
from 1921 till the close of 1924—mainly because a large 
proportion of the customers abroad on whom we depended 
to take off our hands the wheat and other primary prod- 
ucts of which we had too much to sell, were still insolvent. 

Their impoverishment was due partly to the destruc- 
tion of world war I, partly to the disruptive effects of half 
a dozen stupid peace treaties. Not until 1925 did we find 
ourselves again with an apparently balanced economic sys- 
tem; and there began a period of hectic prosperity when 
for five years together we knew conditions not unlike what 
is now called full employment. 

Looking back to those times, we now can see that our 
customers abroad became eager purchasers again only be- 
cause we (that is, not we Canadians only, but we producers 
everywhere with such surpluses to dispose of) lent these 
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insolvent customers the money with which to buy from us; 
that the money thus borrowed was not and will never be 
repaid; and that the moment we stopped lending on a large 
scale to these customers in Europe, their purchases of our 
wheat and other primary products dwindled; a large pro- 
portion of our own people (the producers of these goods) 
again found their purchasing power severely restricted; 
and our economic system was again irresistibly thrown 
out of balance. 

In other words, the depression of the 1930’s was a con- 
tinuation (much more intense, but in its origin the same) 
of the deflation beginning in 1921—which had been merely 
relieved, not ended, by the measures taken in 1924 and 
1925—much as a couple of aspirins bring relief to the pa- 
tient—and even for a brief hour or two may smother his 
symptoms—while leaving untouched the root cause of his 
ailment. 

Much of the foolish optimism which has been a distin- 
guishing mark of our time—and which has been just as 
pronounced among economists as anywhere else — would 
have been checked if, thinking in terms of balance and lack 
of balance as the fundamental considerations, we had rea- 
lized how precarious was our economic position in the 
period between wars. 

I venture into this long digression because I believe 
that a consideration of the problems with which we failed 
to grapple after world war I may help us to grapple some- 
what more constructively with what are essentially the 
same problems (but now more urgent) following world 
war II. 

The International Situation 

Let us now turn back to Canada’s domestic problem of 
reconversion at which we were looking a short while ago; 
bearing in mind that it consists not alone in the relaxing 
of controls and the release of materials and manpower for 
the satisfaction of civilian needs; not alone in the mainten- 
ance of other controls against the mounting threat of infla- 
tion; but in the recreation of a balanced economic system 
capable of functioning in all its parts. That in turn means 
bringing back into the market place to buy Canada’s goods 
millions of solvent purchasers from all countries, still eager 


for those goods. 
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In other words, while we naturally think in terms of 
Canada, this reconstruction problem of ours is, alas, not 
local or national—it is in essence an international problem. 
In proportion as it is solved on a broad international basis, 
or left unsolved, we may hope to succeed in our national 
task of reconstruction—or be destined again to fail. 

We know that in the scale of wanton destruction world 
war II long ago surpassed world war I. Whether the 
measure be lives or wealth destroyed, faith undermined or 
the foundations of our social order, the conclusion is the 
same: that the next generation faces an even more stren- 
uous and an even more difficult task of rebuilding than the 
last generation faced in 1918-1919. 

Whether we will bring to that task more wisdom and 
a more temperate judgment than they did, remains to be 
seen. Our present fumbling attempts to plan relief and 
reconstruction, our present aimless debates on how to deal 
with a defeated Germany, do not encourage optimism; nor 
does our quest for the secret of collective security look a 
great deal more promising after Dumbarton Oaks, than the 
questing of Wilson in 1919, or of Clemenceau. 

Can we take for granted now that following the most 
destructive of all conflicts, we shall this time achieve an 
organization for peace any better balanced and more last- 
ing than we managed to set up last time? 

And if we do fail in that part of our task which must be 
tackled internationally, can we hope by means of domestic 
reconstruction measures to recreate a balanced economy?’ 

There is, I venture to say, no people on earth with a 
greater stake than ours in the coming peace settlement. If 
it is a wise and enduring settlement, we may confidently 
face our domestic problems of reconstruction. But if it is 
not in its international implications wise and enduring— 
let us not be led astray by the Canadian peddlers of “‘isms”, 
or suppose that anyone in Ottawa can solve our basic prob- 
lem. 

This you may think is a laboured and too lengthy caveat 
against the facile optimism which expects to find in Ottawa 
complete solutions of all our problems. But having entered 
this caveat, I should in fairness add that Ottawa’s magnifi- 
cently successful mobilization of Canada for war surely 
warrants us in expecting that an equally good job of de- 
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mobilization is going to be done by the same planners and 
administrators: if, that is to say, the general international 
settlement makes a balanced economy possible—and if our 


own politicians can be made to leave these planners and 


administrators alone. 
Intentions of Ottawa 
What are the present intentions of Ottawa? Some not 
yet announced are perhaps not even decided. But in a 
recent speech of Mr. Gordon to the Toronto Canadian Club 
we have more than a glimpse of what is being planned for 
us. The Bank of Canada’s most recent annual report is no 


less illuminating; and some of the legislation enacted at . 


Ottawa last session provides an interesting footnote, both 
to the speech and the report. 

Production is to be decontrolled piecemeal, as materials 
and manpower become available to civilian industry. The 
purpose is to secure maximum production and a maximum 
of employment for Canadians, while demobilizaztion is ac- 
tually being carried on in the services and in the munitions 
plants. 

Great skill will be required in the timing of these opera- 
tions, and close co-ordination of the prices board with selec- 
tive service and the munitions ministry. 

Equally great skill must be shown by the finance de- 
partment and our central bank, in order to make good the 
dictum that whatever is physically possible is also finan- 
cially possible. 

But while these plans emphasize freedom alike for busi- 
ness in search of opportunities for profit, for labour in 
search of opportunities for work, and for civilian consum- 
ers seeking to satisfy their pent-up needs, in one important 
sphere there will still be restriction. 

The control of the price level is to be retained as a pre- 
ventive of possible inflation. The procedure will be (states 
Mr. Gordon) to maintain stable prices established at the 
basic period level of 1941, and as goods formerly prohibited 
or restricted begin to reach the market, they too will be 
priced at the level which they had already established or— 
for new goods—at the level which would have been appro- 
priate if they had been sold in the fall of 1941. The prices 
of goods are thus to be prevented from rising. 

Over a wide range of Canadian merchandise (farm and 
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fishery products), provision has also been made by statute 
at a possible cost of $225 million annually, to prevent prices 
from falling. 

Additionally, the chairman of the prices board in the 
speech just quoted made clear his own conviction that pre- 
sent wage rates should be maintained, not lowered. 

Can all these things be done? 

It is natural to suppose that for some time after this 
war, as after the last, money will be plentiful. An enormous 
accumulation of purchasing power should sustain the mar- 
kets for most goods. Business in general will have great 
liquid resources. Millions of individuals will be spending 
part at least of their wartime savings. Veterans will be 
spending their war gratuities. And for months or years 
the government itself will be spending on a very large scale. 
Purchases of Canadian farm and fishery products for the 
relief of distressed countries in Europe will effectively sus- 
tain the prices of such goods. 


The Post-War Price Level 

It was the concurrence of influences like these which 
produced the sharp inflationary boom of 1919 and the first 
half of 1920. Mr. Gordon is anxious that there be no such 
inflation immediately following the close of this war—and 
also no such drastic deflation as occurred thereafter. 

In this connection I venture to make two suggestions, 
both of which you may be disposed to criticize as being 
unduly theoretical. ; 

The first has relation to the present structure of prices 
in Canada. We have seen that the retail cost of living is 
18%, the level of wholesale prices 31%, above pre-war fig- 
ures. That is not a stable relationship. I do not mean to 
say that the retail cost of living and the level of wholesale 
prices must move on exactly parallel lines. They have 
never done so. But there is, 1 believe, every reason to sup- 
pose that after decontrol, and especially when the payment 
of subsidies ends, the prices board will find itself compelled 
to sanction, and indeed to bring about extensive alterations 
and adaptations within the structure of the price level. 

If goods are going to be produced for civilian use in the 
necessary quantities (not to meet the specifications of a 
controller, but in accordance with the very varied needs 
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of consumers) then the very complex relationships between 
retail and wholesale quotations, between the prices of fin- 
ished and of partly finished goods and of raw materials, 
must themselves be such as to cover the costs incurred all 
along the line, to justify the business risks involved, and 
to provide that there shall be continuous supplies. 

No matter how great our zeal to combat inflation, I can- 
not see these internal adjustments being made in the struc- 
ture of prices without, in the net result, a raising of the 
general level of prices. 

Exactly the same conclusion, I think, is to be reached 
almost inevitably when one recalls the “concealed inflation” 
at which we have already glanced; the degrading of goods 
and deterioration of service to the consumer, by means of 
which we have been able to maintain as well as we have 
done — and better than anyone else in the world — the 
principle of an over-all price ceiling. Such a concealed in- 
flation is tolerable in wartime; it cannot long survive the 
restoration of peace in a free society. 

To say this is merely to lay down the principle that, as 
producers put the quality back into their goods, and again 
give their customers the pre-war standard of service, they 
will need (on the present scale of wages and other costs) 
to be compensated therefor. 

Business will no doubt be more efficiently conducted, 
after demobilization than now. Workers will be selected 
for specific jobs, with much more precision than now. The 
payment of overtime rates will be much less prevalent. As 
we recover from the strains of wartime, there will be less 
deliberate absence from work. 

But to conclude that this all-round automatic improve- 
ment of efficiency will of itself enable business (a) to pro- 
duce with an enhanced scale of costs (for Mr. Gordon ad- 
jures us not to reduce wages) ; (b) to dispense, with many, 
perhaps most of our wartime economies of mass production 
(for then the consumer’s individual preferences are again 
going to decide what shall be produced); and (c) to put 
back into merchandise the pre-war standard of quality— 
to conclude that business is capable of doing these three 
things without, in many cases, raising the prices of the 
goods to be sold: that is an act of faith of which I for one 
am not capable. 
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Influence of Taxation 

The second of the two suggestions which I mentioned 
earlier this evening is concerned with the prospective bur- 
den of our post-war taxes. 

There is no doubt whatever that the normal post-war 
expenditures of the Dominion government will be very 
much larger than its annual pre-war expenditures of about 
$550 million. But 1 doubt very much if the Canadian pub- 
lic has begun to realize how much larger our post-war gov- 
ernment expenditures are going to be. 

Limits of time prevent me from discussing this in de- 
tail; I must therefore confine myself to the statement that 
our prospective post-war government expenditures will be 
not less than three times, and perhaps four times, as great 
as our pre-war government expenditures. 


This money (say from one and three quarter billion to 

two and one quarter billion dollars) will not come out of 
thin air. The social credit pundits to the contrary not- 
withstanding, all of it must ultimately come from your poc- 
kets and mine. 
* Under any circumstances imaginable, our post-war 
burdens of taxation must be heavy. Assuming for the 
moment that we can bring about and maintain full employ- 
ment, but assuming also that we retain the 1941 level of 
costs and prices as Mr. Gordon would have us do, the 
possibilities are that we shall find ourselves taxed in per- 
petuity not less than 50% more heavily than we were taxed 
in the 1930’s—a period in which the burden of taxation 
was believed already to be crippling initiative and stifling 
enterprise. 

On these assumptions, the burden of our post-war tax- 
ation will be nearly three times as great as it was in the 
1920’s. 

We cannot, I believe, escape this obligation of providing 
the Federal government hereafter with about two billion 
dollars annually. But we may properly raise the question, 
how heavy should these dollars be? The 1941 dollar, which 
the prices board stablized, was a distinctly lighter dollar 
than that of 1939; and our 1941 national income, measured 
in those lighter dollars, was enlarged accordingly. 

The suggestion has already been made that incidental 
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to demobilization and decontrol, the structure of prices 
should be modified and the level of prices be raised some- 
what. There is no doubt that if this were to be done the 
balancing of our national budget could be hastened and the 
burden of post-war taxation made lighter than it would 
otherwise be. 

There is no thought here that we should repeat volun- 
tarily the drastic experience of 1919 and 1920 which cul- 
minated in disaster. We cannot afford these recurring 
peaks and valleys in our chart of the cost of living. Rather 
should we hope that under wise guidance the price index 
may gradually be stabilized on a plateau somewhat above 
the present level, but within reach of it. After the con- 
vulsions of the seven years from 1914 to 1921, both retail 
and wholesale prices (as we have already noted) became 
settled about 50% above the 1914 figures. Something of 
the same sort may well happen again. 

Not mine the prophet’s mantle; I cannot, any better 
than the next man, foretell what is going to happen. All 
that I have dared attempt in these brief speculations, is to 
suggest one or two lines of development, likely to prove not 
only possible but desirable. 

That there will, in any case, be headaches aplenty for 
all of us, we can be perfectly sure. Most of the conditions 
will still be present in Canada, which led my friend to 
state, some time ago, that the man who can successfully do 
business here could make a success of business anywhere. 
At the risk of being tedious, I have enumerated this 
evening some of the special difficulties which confront busi- 
nessmen in Canada. But in the past, we have not let these 
things daunt us: and I do not think we shall be daunted, by 
them or anything else on our horizon, in the stormy future. 


Personals 

N. Stein, chartered accountant, formerly with the De- 
partment of National Revenue, Income Tax Division, an- 
nounces that he has opened an office for the practice of his 
profession at suite 620, Federal Building, 85 Richmond 
Street West, Toronto. 

Paul Rising, chartered accountant, formerly corpora- 
tion assessor with the Dominion income tax department, 
announces the opening of an office at 620 Rogers Building, 
Vancouver, British Columbia. 
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Additions, Replacements and Repairs 


cr IS not always easy to decide whether an expenditure 
should be considered as an addition, a replacement or 
a repair and the circumstances surrounding the particular 
case will always have to be taken into consideration. These 
notes should, therefore, be taken merely as a general guide 
to the accounting treatment of such expenditure. 

Additions: An addition to fixed assets may be briefly 
described as an expenditure representing an extension to 
existing facilities such as a new and additional operating 
unit, the installation of which is not accompanied by the 
retirement of another operating unit of like character. 
The most common measure as to whether an expenditure 
is of a capital nature or merely an operating expense is 
that a capital expenditure is made with a view to increas- 
ing the productive capacity of the plant or with a view to 
reducing production costs; also a capital expenditure is 
one in which the usefulness of the item in question is ex- 
pected to extend beyond the current year. 


EDITOR’S NOTE 


These notes have been prepared by a member of the asso- 
ciation as his personal views on this subject. The editor would 


be pleased to receive comments from readers with the thought 
that the various views expressed would be reported in later 
issues. While letters to the editor must be signed, requests that 
the writer’s identity be withheld will be respected. 





Replacements: A replacement sometimes referred to as 
a renewal] is an expenditure which involves the purchase of 
a complete new unit accompanied by the retirement of a cor- 
responding unit. The cost of replacements should be 
charged to the appropriate fixed asset account and the cost 
of the unit retired and the accrued depreciation thereon 
should be removed from the fixed asset and reserve 
accounts respectively. The net amount, less any salvage 
recovery, should be debited or credited to profit or loss 
account under the heading “profit or loss on disposal of 
fixed assets”. 

Repairs: A repair is an expenditure often involving re- 
newal of parts having as its object the restoration of an 
operating unit to serviceable condition. For practical pur- 
poses it is not necessary to distinguish between a repair 
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involving replacement of parts, and other repairs and in 
either case the expenditure should be charged to profit and 
loss as an operating expense. It has been suggested that 
repairs of a major character should be charged to a special 
account to be amortized over a period of say three to five 
years. There is no objection to this plan from the point of 
view of accounting but it involves considerable bookkeep- 
ing which would not seem justified unless the charging of 
such special expenditures against the year when made 
would have the effect of burdening that year unduly. 

Reserve for Depreciation: In theory the annual provision 
for depreciation is intended to cover the original cost of all 
components of the asset. However, as a matter of con- 
venience the provision for depreciation is calculated on an 
over-all or average rate applicable to a given general class 
of assets. In practice, therefore, the cost of renewal of 
parts should be charged directly to profit and loss as sug- 
gested above and no adjustment in the fixed asset account 
or depreciation reserve is necessary (until the whole unit 
is retired) in respect of parts of operating units which may 
have been replaced. Such treatment has the added ad- 
vantage of simplifying the depreciation records which must 
be maintained for income tax purposes. 


Letter to The Editor 


CORPORATE TAXATION IN GREAT BRITAIN 
Sir: 

There appears to be an impression in the minds of some 
business men in Canada that incorporated companies in 
Britain do not pay taxes on their profits. As a matter of 
fact, returns have to be made by every incorporated com- 
pany and the profits are subject to assessment in the usual 
way. There is, however, one essential difference from our 
practice. When a dividend is paid to the shareholders, 
tax is deducted at source at the “standard” rate of income 
tax, but such tax is retained by the paying corporation. 

If the said company distributed the whole of its taxable 
profits, it would recover from the shareholders the whole 
tax payable, e.g.: 

Profit and Loss Account 
DIU: eb adadn cen 10,000 Profits subject to tax.. 10,000 
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Income Tax Account 


Tax paid togovernment 5,000 Tax recovered from 
shareholders ........ 5,000 








To the extent, however, that all the taxable profits are not 
paid out as dividend, the company automatically pays in- 
come tax on such undistributed profits, e.g.: 

Profit and Loss Account 





VIGNE 5.5.0 siae sien 6,000 Profits subject to tax.. 10,000 
Transfer from income 
TOK BOCOUNE 2s60scss 2,000 


Transfer to surplus... 2,000 





Income Tax Account 





Tax paid to government 5,000 Tax recovered from 
shareholders ........ 3,006 
Transfer to P. & Lb. .. 2,000 





The coming into force of the “national defence contribu- 
tion” and later the “excess profits tax” naturally increased 
the taxes payable by incorporated companies but they in 
turn can only recover the “standard” rate of tax on that 
portion of the profits paid to the shareholders, which re- 
covery will not be anywhere near the amount of total taxes 
payable to the government by the company. 

As to the individual shareholder who receives the divi- 
dend, he has to report such dividend in his personal return 
and of course shows that the “standard” rate of tax has 
been paid thereon. If, however, he is liable to super-tax 
on account of his total income reaching a certain figure, he 
will be subject to an additional tax. Unfortunately for’ 
shareholders in the low income class, it may mean that too 
much income tax has been deducted at source and, conse- 
quently, thousands of repayment claims are filed every 
year with the tax authorities. This may be the reason why 
in Canada the tax at source has been limited to 7% rather 
than the equivalent of the corporation rate of income tax. 


GLESCA. 
December 7, 1944. 
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Economic Activity in 1944 


e CREASE in economic activity to a new peak in 1944 is 
indicated by the review issued by the Dominion Bureau 
of Statistics covering the first nine months of the year. In 
that period, production operations averaged 214 per cent 
above the level of the same period of 1943, the index of the 
physical volume of business having averaged 239.2 against 
233.3. Wholesale prices were at a higher position than in 
any other year since 1925. The index passed through the 
line of parity with the base year of 1926 during July of 
last year, averaging 102.6 in the first nine months of the 
present year. 

The deposit liabilities of the banks rose to a new high 
position in history, averaging 1714 p.c. greater in the first 
eight months of the present year than in the same period 
of 1943. New records were established in notice and de- 
mand deposits while Dominion government balances fluc- 
tuated considerably due to heavy payments on victory 
loans and subsequent disbursements. The sum of the four 
classes of deposits averaged $4,554 million against $3,877 
million. Dominion bond prices continued relatively steady 
at an exceedingly high level. The index of bond yields on 
the base of 1935-39 averaged 97.2 in the first nine months 
of the present year against 97.6 in the same months of 
1943. 

Stock Markets 


An index of common stock prices averaged 83.0 in the 
first nine months of the present year, a recession of one 
point from the standing in the same period last year. The 
level of common stock prices during the last two years has 
been above that obtaining from mid-year 1940 to the end 
of 1942. The standing of the last twenty months was be- 
low that of 1938 and 1939. Speculative trading as measured 
by the number of shares traded on the stock exchanges 
was at a somewhat lower position in the period under review 
than in most years of the inter-war period. 

Owing to the shortage of manpower, mineral produc- 
tion in the first nine months of the present year showed 
reduction from the same period of 1943, the index averag- 
ing 236.1 against 242.9, a decline of 2.8 p.c. The reduction 
in the output of coal was 6.4 p.c., while gold receipts at the 
mint dropped 21.5 p.c. 
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While manufacturing production has shown a tapering 
off in recent months, the average for the first nine months 
was still somewhat above that for the same period of 1943 
resulting in a new high point in history. The index 
averaged 294.8, an increase of about 5 points or 1.8 p.c. 

The construction industry obtained a much larger 
volume of new business than in the first nine months of 
1943. Contracts awarded amounted to nearly 46 p.c. greater 
than in the same period of last year while building permits 
rose 58 p.c. The consumption of firm power was 26,494 
million kilowatt hours against 26,287 million representing 
a gain of nearly one p.c. 

A considerable advance was shown in the volume of in- 
ternal and external trade. Wholesale sales in the first 
eight months were 10.2 p.c. greater, while retail sales rose 
6.2 p.c. Exports during the first nine months amounted to 
$2,577 million, one-fifth greater than in the same period of 
last year. Imports on the other hand showed a rise of only 
4.2 p.c. The active balance of trade consequently rose 
sharply from $860 million to $1,247 million. 


Employment 

The general index of employment was slightly greater 
in the first nine months, the index on the base of 1926 
standing at 182.6. Gains were shown in manufacturing, 
logging, highway construction and trade while mining and 
general construction were at a somewhat lower position. 
Circulating media in the hands of the public consisting of 
notes and coins rose 21 p.c. to $886 million. The cash and 
cheque payments were 18 p.c. greater at $55,412 million. 

The national income tentatively estimated at $8,724 mil- 
lion during the whole of 1943 has risen to a somewhat 
higher level during the elapsed portion of the present year. 
During the first nine months, the standing was $6,828 
million, a gain of 6.3 p.c. over the total of $6,423 million 
recorded for the same period of last year. The standing 
in September this year was $802 million compared with 
$750 million in the preceding month. Important gains were 
shown in income originating in agriculture and in govern- 
ment during September over the preceding month as well 
as over September, 1943. 
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Women in Accounting 
By Jean M. Nettle 


The prize winning essay in a contest for women students conducted 
by the Students’ Department of 
THE CANADIAN CHARTERED ACCOUNTANT 


- women of the world have begun to walk in step with 

the male population. With a shortage of manpower in 
industries and professions, women have stepped forward to 
fill the shoes of men, not only for the duration, but for all 
time. 

When the need became urgent for junior audit clerks 
in chartered accountants’ offices, it was found necessary to 
employ women and, as a result of this, a large number of 
women became registered students in the institutes of 
chartered accountants in the various provinces of Canada. 
Needless to say, this action caused considerable controversy 
among the members of the profession—some approved and 
others thought it utterly ridiculous that women should ven- 
ture into such a profession. The objections to the employ- 
ment of young women as junior auditors were soon over- 
ruled, and more and more firms were literally forced into 
engaging women since Canada had first claim on the young 
men who might have entered accountancy. The next ques- 
tion that came up was: “Are these young women intending 
to qualify as chartered accountants?” The answer to this 
came very quickly when they began registering with the 
institute and seriously preparing the required lessons. 

Anything worthwhile in life demands a sacrifice. It is 
undoubtedly necessary for a young woman to forego some 
of the pleasures most young people of her age are enjoying 
if she is determined to become a chartered accountant. Sev- 
eral nights of the week must be devoted to studying, and 
it will be necessary for her to say “No!” to her friends 
when she is invited to some activity that will interfere with 
her studies. A young woman who is determined to gain 
for herself a position beside the men of the business world 
must be willing to make the sacrifices required. Not all 
women are capable of this feat, and none should decide to 
enter the profession by merely tossing a coin, saying, 
“Heads, I study accountancy, tails, I take the position in 
the department store.” There are few women who actually 
have the ability and determination to succeed in this 
sphere. 
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The importance of young women should be stressed. 
It is advisable for a student who has completed the re- 
quired education in preparation for accountancy, to enter 
it immediately. She will complete the course at an earlier 
age than if she takes another position for a year or two; 
and she will not have lost the ability to study. Once a 
woman has enjoyed the freedom of evenings after business 
hours, it is very difficult for her to resign herself to study- 
ing three or four nights a week. 

To discuss the pros and cons of such a career for 
women, let us make a comparison with the other profes- 
sions frequently entered by them. A young woman seek- 
ing a profession for a career usually steps into one of the 
three following classes. Those who desire to be teachers; 
those who desire to be nurses; and those who desire to be 
dietitians. Young women who study any of these profes- 
sions will have a strong foothold on a desirable position. 
If they specialize, the remuneration they will receive will 
compare with that of the average chartered accountant, 
but the knowledge they have acquired could not carry them 
as far afield as that procured by a woman who has studied 
accountancy. A teacher’s or a nurse’s mind tends to travel 
along the channels she professes and practises. Converse- 
ly, a chartered accountant has gained a much broader and 
wiser knowledge of life from the variety of subjects and 
problems studied, the business experience obtained, and 
the acquaintances met. A chartered accountant is capable 
of exercising her powers beyond that of practising her pro- 
fession. By no other training, can a young woman qualify 
for such a variety of occupations. 

The cons against chartered accountancy as a career for 
women are in the minority. The one that confronts most 
women students and their employers is: Women are likely 
to marry and leave the profession shortly after they be- 
come of value to it. Naturally, there will be those who, 
after choosing chartered accountancy as a career, will 
abandon it for housekeeping. Of those who ultimately suc- 
ceed, there will be very few who will do this. A young 
woman who has spent five or six years of her time and 
life, sacrificing many of the joys of youth, is going to think 
twice before she forsakes her career for marriage. She 
will be in a position to support herself as well as any man 
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could support her, and thus the usual thought of a lovely 
home will not tempt her. After five years of studying, a 
young woman is apt to have enveloped herself in other 
interests. 

The present conflict, with all its destruction, has un- 
covered truths that have been buried for years. The varied 
capacities women have served in during the war have 
proved to the world that women are an asset to business 
and industry. 

Chartered accountancy as a career for women will ade- 
quately prepare them for the demands that will be made 
on them in the future. 


DUPLICATE ESTATES TAXES 


5 reciprocal convention on estates taxes between Can- 
. ada and the United States was ratified by the United 
States senate on December 6. A Washington despatch to 
The Financial Post makes the following comment: 

By one unusual provision of the convention, the effec- 
tive date of the agreement is June 14, 1941—tthree years 
before the actual conclusion of the terms. This provision 
was placed in the convention to make the new terms ap- 
plicable to estates now in the course of tax appraisal and 
settlement, both in Washington and Ottawa. 

The treaty runs for a period of five years from the 1941 
date, and indefinitely thereafter, subject to termination by 
either nation on six months’ notice after the first five-year 
term. 

A similar convention is now being negotiated with Lon- 
don, but is not yet in the draft stage. 

Formal proceedings in the senate ratification of the 
Canadian convention may be found in the Congressional 
Record for Dec. 6, 1944, at page 9,025 et seq. There was 
no debate, ratification being recorded by a proforma voice 
vote following an explanation of the terms by Chairman 
Connally of the Foreign Relations Committee. The official 
summary of the treaty, as presented in the Senate sets 
forth: “The treaty relates only to estate taxes, and it deals 
with the subject of American citizens owning properties in 
Canada and Canadian citizens owning property in the U.S. 
Its purpose is to avoid double taxation in both jurisdic- 
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tions. Under Canadian law the stock of a corporation in 
Canada is taxed even though it may be owned in the U.S., 
and regardless of the residence of the owner. For the U.S. 
to assess an inheritance tax would amount to a double bur- 
den on that kind of an estate. It is to avoid that situation 
that this convention has been agreed to.” 


Washington to Promulgate and Finalize the Treaty 

Senator Bennet Clark, of Missouri, who was a member 
of the sub-committee which considered the convention, took 
the floor to explain that the terms worked to the mutual 
benefit of investors in both directions across the border. 
He said: “The purpose of it is to grant a credit to citizens 
of the U.S. as to the stocks of Canadian corporations, and 
to citizens of Canada as to stocks of U.S. corporations, to 
avoid double taxation on such stocks. I do not think there 
can be any possible objection to the convention.” 

Article VIII of the convention provides for the routine 
exchange of information between Washington and Ottawa 
when either comes upon a tax return showing property 
holdings within the jurisdiction of the other. These ex- 
changes shall be through the Internal Revenue Bureau in 
Washington and the Minister of National Revenue in Ot- 
tawa, through the usual diplomatic channels. 

Article XI sets up machinery for the consideration of 
claims and protests which may arise in the future. Such 
claims are to be received by the two treasuries and, if 
deemed meritorious, submitted to consideration between 
the two countries according to the terms of the convention: 

The treaty will soon be promulgated formally by the 
State Department, following which instruments of ratifi- 
cation will be exchanged in Washington “as soon as pos- 
sible.” 

Ratification of the treaty removes a serious obstacle to 
U.S. investment in Canada, for the prospect of double tax- 
ation on estates reaching over the border was a distinct 
hazard for the investor. Henceforth, the two countries will 
adjust such succession duties by remitting to each other 
the taxes assessed on over-the-border properties. 
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COMMISSION ON CO-OPERATIVES 


Appointment of a commission to inquire into the taxa- 
tion of co-operatives is provided for in P.C. 8725 reading 


as follows: 


The Committee of the Privy Council have had before them a 
report dated 10th November, 1944, from the Minister of Finance, 
representing that doubt has arisen as to the effect of the Income 
War Tax Act and The Excess Profits Tax Act, 1940, in the case of 
co-operative corporations, associations and societies both as regards 
the general principles intended by parliament to be applied and the 
effect, in many matters of detail, of the said taxation statutes upon 
these co-operative organizations and their members; 

That this doubt, both as to the general principles, intended to be 
applied and the effect of the aforesaid statutes, has created serious 
problems in connection with the administration of these taxation 
statutes and a considerable measure of uncertainty in the business 
operations of some of the co-operative organizations themselves; and 

That a full public inquiry into the application of income and 
profits tax measures to organizations organized and operated on a 
co-operative or mutual basis and organizations claiming so to be 
organized (hereinafter referred to as co-operatives) and into the 
comparative position in relation to taxation under such measures of 
persons engaged in business in direct competition with co-operatives 
should be undertaken without delay; 

The committee, therefore, on the recommendation of the Minister 
of Finance, advise, 

1. That the Honourable Errol M. W. McDougall, a judge of the 
Court of King’s Bench, Quebec; Mr. B. N. Arnason, Regina, Sask.; 
Mr. G. A. Elliott, Edmonton, Alta.; Mr. J. M. Nadeau, Montreal, P.Q., 
and Mr. J. J. Vaughan, Toronto, Ont., be appointed commissioners 
under part I of the Inquiries Act to inquire into: 

(a) the present position of co-operatives in the matter of the 

application of the Income War Tax Act and The Excess Profits 

Tax Act, 1940, and 

(b) the organization and business methods and operations of the 

said co-operatives as well as any other matters relevant to the 

question of the application of income and profits tax measures 
thereto, and 

(c) the comparative position in relation to taxation under the 

said acts of persons engaged in any line of business in direct 

competition with co-operatives, 

and report, in so far as the same can conveniently be done, all facts 
which appear to them to be pertinent for determining what would, 
in the public interest, constitute a just, fair and equitable basis for 
the application of the Income War Tax Act and The Excess Profits 
Tax Act, 1940, to co-operatives and to persons other than co-opera- 
tives in respect of methods of doing business analogous to co-opera- 
tive methods, such as the making of payments commonly called pat- 
ronage dividends and to make such recommendations for the amend- 
ment of existing laws as they consider to be justified in the public 
interest; 

2. That the Honourable Mr. Justice McDougall, Court of King’s 
Bench, Quebec, be chairman of the said commissioners; 
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3. That the commissioners be authorized to engage services of 
such technical advisers or other experts, clerks, reporters and assist- 
ants as they deem necessary or advisable and also the services of 
counsel to aid and assist the commissioners in the inquiry; 

4. That the commissioners be authorized to determine the places 
where the inquiry shall be conducted and the manner of conducting 
the proceedings in respect of the inquiry; 

5. That the commissioners be directed to report to the Governor 
in Council. 

Supplementing the above order, a Canadian Press Des- 
patch of December 14 gave the following additional de- 
tails: 

Commission counsel will be Eugene T. Parker of Hali- 
fax. 

Major H. D. Woods of Calgary and Ottawa and J. A. 
- Chapdelaine of Montreal and Ottawa will serve, respective- 
ly, as registrar and assistant registrar. Col. G. W. Ross 
of Ottawa was named executive secretary. 

The commission is scheduled to sit in Vancouver, Jan. 
15-17; Calgary, Jan. 22-23; Edmonton, Jan. 25-26; Regina, 
Jan. 29-Feb. 1; Winnipeg, Feb. 5-8; Toronto, Feb. 12-14; 
Ottawa, Feb. 16-17; Montreal, Feb. 19-21; Quebec, Feb. 
26-27; Moncton, N.B., March 2-3; and Halifax, March 5-7. 

Any person wishing to make a submission is requested 
to prepare for the commission 10 copies of a summary of 
the submission and 10 copies of a full brief in detail. 

The 10 copies of the full brief should be mailed, ad- 
dressed to the Registrar, Royal Commission on Co-opera- 
tives, care of the Postmaster, to reach the following destin- 
ations not later than the following dates shown. Briefs 
for Vancouver hearings, care of Vancouver Postmaster, 
by Jan. 13; briefs for Calgary hearings, care of Vancouver 
Postmaster, by Jan. 15; briefs for Edmonton hearings, 
care of Calgary Postmaster, by Jan. 22; briefs for Regina 
hearings, care of Postmaster, Edmonton, by Jan. 25; briefs 
for Winnipeg hearings, care of Postmaster, Regina, by Jan. 
29; briefs for Toronto hearings, care of Postmaster, Win- 
nipeg, by Feb. 5. All briefs for hearings at Ottawa and 
points east should reach the registrar at Ottawa by Feb. 16. 
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COMMISSION ON ANNUITIES AND SURPLUSES 


Appointment of a commission on taxation of annuities 
and corporate surpluses is provided for in P.C. 8679 read- 
ing as follows: 


The Committee of the Privy Council have had before them a 
report, dated 10th November, 1944, from the Minister of Finance, 
representing that there are various types of payment received by 
individuals regarding which there may be reasonable doubt as to 
whether they are payments of income or capital or a combination 
of income and capital; and that the present level of income tax 
rates greatly accentuates the necessity of determining whether such 
payments are income or capital or a combination of both and, if the 
latter, of clearly demarcating the income portion from the capital 
portion of the payments, in order to avoid inequitable tax treatment 
as between various types of income and as between various forms 
of savings and capital accumulation; 

That under the various tax laws in force in Canada the com- 
bined effect of the taxes imposed on income which has been accumu- 
jated as earned surplus by a private corporation or a closely held 
corporation and on the assets of such corporation when they pass 
by succession or devise to the heirs or beneficiaries of a person own- 
ing a substantial proportion of the shares of such corporation, may 
in certain cases constitute so heavy a burden as to offend against all 
reasonable standards of equity, and that such tax burdens, if long 
continued, may have an adverse effect upon the national welfare by 
discouraging the initiation and expansion of new enterprises of a 
size appropriate to the resources of single indivduals or of family 
groups. 

The committee, therefore, on the recommendation of the Min- 
ister of Finance, advise: 

1. That Mr. William C. Ives, retired Chief Justice, Trial Division 
of the Supreme Court of Alberta, Dr. D. A. MacGibbon, of the City 
of Winnipeg, Man., and Mr. M. W. Mackenzie, of the City of Mont- 
real, P.Q., be appointed commissioners under part I of the Inquiries 
Act,— 

(a) to investigate and report upon the present treatment under 
the Income War Tax Act of payments to individuals in the form 
of annuities or other annual or periodic payments received under 
the provisions of any contract, will or trust; payments to indi- 
viduals in the form of pensions, superannuation or other periodic 
payments or single payments received following retirement from 
or cessation of employment with an employer; payments by 
individuals under an annuity, insurance endowment or other 
savings contract; and other payments of such a character that 
it is not obvious whether they are solely income or solely capital 
or partly the one and partly the other; and to consider whether 
any modification of that treatment is desirable and, if so, what 
alterations of the law are required for the purpose; 

(b) to investigate and report upon the taxes imposed under laws 

in force in Canada on income and successions or inheritances 

arising upon the death of a person owning a substantial propor- 
tion of the shares of a private corporation or a closely held 


corporation which has accumulated an earned surplus, and to 
consider whether under any circumstances there should be an 
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abatement of the tax liability, and, if so, under what circum- 

stances and to what extent there should be such abatement; 

2. That Mr. William C. Ives, retired Chief Justice, Trial Division 
of the Supreme Court of Alberta, be chairman of the said commis- 
sioners; 

3. That the commissioners be authorized to engage the services 
of such technical advisers or other experts, clerks, reporters and 
assistants as they deem necessary and advisable and also the services 
of counsel to aid and assist the commissioners in the inquiry; 

4. That the commissioners be authorized to determine the places 
where the inquiry shall be conducted and the manner of conducting 
the proceedings in respect of the inquiry; and 

5. That the commissioners be directed to report to the Minister 
of Finance. 


Obituaries 
The Late Frederick Boiston 
The Institute of Chartered Accountants of British Col- 
umbia regrets to announce the death of Frederick Boiston 
on October 28th, 1944, at Victoria, B.C. The late Mr. Bois- 
ton was admitted a member of the Institute on May 26th, 
1921, and was a partner in the firm of Ismay, Boiston, 


Holden & Company until his retirement in 1939. 
To his widow, Anne Jane Boiston, one daughter and 
three sons, the Institute offers its sincere sympathy. 


The Late Charles Sumner Scott 

The Institute of Chartered Accountants of Ontario an- 
nounces with regret the death at Hamilton, Ontario, on 
November 28th, 1944, of Charles Sumner Scott in his 
eighty-sixth year. Coming to that city from England in 
1877, Mr. Scott established his own accountancy business 
and in 1900 passed the final examinations of the Institute 
and was admitted to membership. First elected to council 
in 1908, he served in 1904, again from 1907 to 1915 and 
later in 1926 and 1927. In 1905, he was made a fellow and 
served as president of the Institute in 1908-9. 

At the annual general meeting held in June, 1933, Mr. 
Scott was elected a life member. In 1938, he retired from 
the active practice of his profession. 

To his widow and daughter, the Institute extends sincere 
sympathy. 
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Current Accounting Literature 


OS eeO A TIONS relating to post-war taxation, 
prepared by the committee on federal taxation of the 
American Institute of Accountants, are printed in the 
November, 1944, issue of “The Journal of Accountancy” 
(13 East 41st Street, New York). They refer primarily 
to the development of a sound tax program for the re- 
conversion and immediate postwar period. The committee 
believes, however, that long-range objectives such as co- 
ordination of taxes and simplification of the tax structure 
also require early consideration. Specific proposals are 
offered with respect to corporate taxes, individual income 
taxes, provision for carry-back of losses, and excess-profits 
taxes. An appendix presents the views of committee mem- 
bers with respect to methods of eliminating double taxation 
of corporate income. 
War Department Pricing 

An article entitled “War Department Pricing Program”, 
printed in the November, 1944, issue of “The Journal of 
Accountancy”, outlines the present pricing program of the 
war department, describes some of the more serious ob- 
stacles to its efficient operation, and indicates how they may 
be minimized through the joint efforts of war contractors 
and government representatives. The author, Mark S. 
Massel is chief, policy branch, purchases division, headquar- 
ters, army Service forces. 

Terminated Contracts 

In an article entitled “Developing an Internal Organiza- 
tion to Handle Terminated Contracts” in the November 
issue of “The Journal of Accountancy”, Morris D. Kopple 
presents suggestions with respect to the development of a 
contractor’s internal organization to facilitate termination 
settlements, in the hope that they may be helpful to those 
who will be faced with the urgent problems growing out 
of the termination of war contracts. 


The Federal Tax System 
George P. Ellis writes in the November Journal of Ac- 
countancy on “What Is Wrong with the Federal Tax Sys- 
tem?” The basic reason for our hopelessly jumbled tax 
structure, the article explains, is the absence of any long- 
range tax policy. As a practical approach to tax simpli- 
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fication, the author proposes appointment of a non-partisan 
commission for the specific purpose of re-examining tax 
laws and making recommendations to congress for the es- 
tablishment of a permanent, well integrated tax system. 
The text was originally presented as one of several ad- 
dresses at a recent series of wartime accounting conferences 
conducted by seven state societies of certified public ac- 
countants or their chapters, in co-operation with the Amer- 
ican Institute of Accountants. The author was at that 
time chairman of the institute’s committee on federal taxa- 
tion, and is a partner of a public accounting firm with 
headquarters in Chicago. 


The Accountant’s Responsibility 

An article entitled “Accounting for Industry, Labor, and 
the Consumer”, by Frank Wilbur Main in the November 
Journal of Accountancy describes types of financial infor- 
mation desired by labor, customers, and the public generally, 
andthe extent of the accountant’s responsibility in its 
preparation. The author, senior partner of Main and Com- 
pany, has been engaged in public accounting practice for 
more than forty years. 

Social Security 

“Accounting Error in Social Security” is dealt with by 
George Buchan Robinson in the November Journal of Ac- 
countancy. This article deals with a view expressed by the 
Committee on Finance of the United States Senate in Jan- 
uary, 1944, finding error of accounting concept therein. 


Income Tax Returns 

What responsibilities and liabilities does the sine 
public accountant assume in preparing income-tax returns 
for his clients? An article by L. K. Sunderlin in the No- 
vember Journal of Accountancy suggests an answer to this 
question. The text was presented at a meeting of the Dis- 
trict of Columbia Institute of Certified Public Accountants 
by the author, who is chief of the taxpayers’ rulings sec- 
tion, income tax unit, Bureau of Internal Revenue. 

Labor Problems 

Incentive wages, collective bargaining, and the war 
labor board, are discussed by Edward S. Feldman in the 
National Association of Cost Accountants Bulletin of No- 
vember 1, 1944 (385 Madison Avenue, New York). One of 
the interesting developments in industrial accounting dur- 
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ing the war has been the extent to which industrial ac- 
countants have been called upon to participate with other 
management representatives in the field of labor relations. 
Accountants in industry have long been interested and ac- 
tive in the development and application of wage incentive 
plans, job evaluation methods, and similar techniques af- 
fecting the determination of the compensation paid for the 
services rendered. Such fairly recent developments as 
social security taxation, income tax withholding, and par- 
ticularly the institution of strict governmental controls of 
wages and hours have materially increased the work of the 
industrial accountant in this field. But during recent war 
years, the participation of industrial accountants has gone 
even further, and today in many companies we find control- 
lers and others in the accounting department representing 
management in formulating and administering company 
labor relation policies and in dealing with representatives 
of employees. For those so engaged, either directly or 
indirectly, and for all industrial accountants who are in- 
terested in keeping abreast of the expanding field of the 
industrial accountant, the article in the bulletin provides 


important background material on incentive wages as re- 
lated to collective bargaining under the rules and decisions 
of the War Labor Board. 


The War and Cost Accounting 

William F. Burke, in the N.A.C.A. bulletin of Novem- 
ber 15, 1944, discusses “The Influence of the War on Cost 
Accounting”, and Irving D. Dawes follows with a discussion 
of “Some Observations and Viewpoints on Accounting 
Problems”. Without doubt world war II has had a decided 
influence in modifying industrial accounting thinking and 
practice. We are now far enough along in the war period 
to appraise these changes brought about by the war and 
to begin consideration of the needs and probable develop- 
ments of the early postwar period. The two articles in this 
issue of the bulletin are of the inventory-taking and for- 
ward-looking type, which will serve to stimulate thinking 
and promote discussion on the next cycle in the evolution- 
ary development of industrial accounting practice. 
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NOTES AND COMMENT 


It may be remembered that in 1931 the Interstate Com- 
merce Commission of the United States ordered that de- 
preciation accounting should be extended by the railroads 
(which had hitherto employed retirement reserve account- 
ing) to other property as well as to equipment after Jan- 
uary 1, 1932. The change necessarily involved an increase 
in the reported operating expenses of the railroads and by 
the time the order was to take effect the economic situation 
had deteriorated so greatly that the commission had no 
choice but to suspend the enforcement of the new rule. It 
was not until January 1, 1943, when war traffic had swollen 
the revenues of the railroads, that the order actually went 
into effect. So has accounting principle to wait upon prac- 
tical expediency. 

It is of interest to notice that the two main railroad 
systems of Canada, voluntarily and at about the same time 
as the American railroads, extended depreciation account- 
ing to the whole of their equipment (but not to ways and 
structures) being similarly enabled to do so by the increase 
in gross revenue which was resulting from war conditions. 

The adoption of depreciation accounting by a public 
utility after it has been in existence many years cannot be 
construed as an admission that the replacement reserves 
existing at the date of the conversion should be brought 
up to the amounts at which depreciation reserves would 
have stood at that date if depreciation accounting had been 
employed from the beginning. “Justice and practical wis- 
dom would indicate that no effort should be made to require 
from either investors or customers the sacrifice necessary 
to bridge the gap between the retirement reserve and the 
theoretical depreciation reserve at the time of the change” 
(G. O. May, Financial Accounting, p. 139). All that the 
change means is that from now on the investment will be 
better protected in the sense that a portion of gross earn- 
ings which previously would have been available for distri- 
bution as dividends will be retained in the undertaking. 
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It does not, by itself, modify the amount of which the in- 
vestor, taking dividends and principle together, enjoys the 
benefit. It is only if the change in accounting method is 
reflected in a change in the formula for calculation of the 
rate base that the relative interests of investors and con- 
sumers are affected. 
* * oe 

A small matter of technique in the preparation of a con- 
solidated balance sheet, which appears to be unresolved is 
that concerning the development of minority interests on 
the working sheet. The logical method would seem to be 
that whereby the parent company’s proportion of each 
equity balance of subsidiaries (share capital, earned sur- 
plus, general reserve, etc.) is entered in the “eliminations” 
column and the remainder, which measures the minority 
shareholders’ interest, is extended into the “total” column. 
An alternative method which is sometimes employed but 
which lacks the clarity and simplicity of the first method 
is to set out on the credit side of the working sheet a new 
title “minority interests”, to insert against this item in 
the “total’’ column the amount of minority interests as com- 


puted by independent calculation—and, having done these 
things, to eliminate the whole of the equity balances of 
every subsidiary company. This second method would 
seem to commend itself to those who like doing things the 


hard way but not to the run of mankind. 
* * * * 


The winner of the essay competition announced in the 
magazine of November last is Miss Jean M. Nettle. The 
prize winning essay is reproduced in this number. 


STUDENTS’ ASSOCIATION NEWS 


British Columbia 

The Students’ Society of the Institute of British Col- 
umbia regrets to announce that Lieutenant John T. Scud- 
amore was officially reported killed on October 29th, 1944. 

John Scudamore was the son of Reverend and Mrs. 
H. B. Scudamore of Sardis, B.C. He received his early 
education in Toronto, was a graduate of Chilliwack High 
School, and then completed one year at the University of 
British Columbia before being articled to Mr. G. V. Coles 
of Buttar & Chiene of Vancouver, B.C. After completing 
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one year’s articles he joined the army late in 1941, going 
overseas with the 28th armoured brigade. 

The members of the Students’ Society extend their sin- 
cere sympathy to his parents on the loss of their son. 

The Students’ Society wishes to announce that Lieuten- 
ant John Nation was wounded in action in October last, 
while serving with the British Army in Holland, and as a 
result has had his left leg amputated. 

Lieutenant Nation had served two years of articles with 
Ismay, Boiston, Dunn & Company of Victoria before enlist- 
ing. The Students’ Society is pleased to say that Lieuten- 
ant Nation is progressing favorably and wishes him a 
speedy recovery. 


‘ Quebec 

A capacity attendance of over 200 made it necessary to 
turn down reservations for the annual dinner of the Quebec 
Students’ Society held on Thursday, December 14th, in the 
Spanish Room of the Queen’s Hotel. After the toast to the 
King the business of the semi-annual meeting was completed 
with despatch and celerity that belied the measured tones 
and dignified mien of the chairman, Mr. J. C. Newland. 

Applause greeted the following who were the recipients 
of prizes donated by Mr. Cecil Usher, C.A., and Mr. E. C. 
Leetham, C.A.: 


Donald Nicol, Usher Memorial Prize: This consists of an annual 
presentation of a memorial prize of books donated by Mr. Cecil Usher 
in memory of his brother Sergeant M, L. Usher, R.C.A.F., who was 
killed on active service. 


Prizes donated by Mr. E. C. Leetham for December 1943 Examinc- . 


tion: Joseph G. Schwartz, highest marks in final accounting and audit- 
ing; Gerard Larose, second highest marks in final accounting and 
auditing; Saul Kwiat, highest marks in intermediate accounting and 
auditing; A. L. Bell, highest marks in intermediate auditing. 

Some fine singing by Mr. J. C. Scott rounded out the first part of 
the programme and was followed by the main event. 


Mock SHAREHOLDERS’ MEETING 


The special emergency meeting of the shareholders of the Ever 
Expanding Balloon Company Limited was called with due decorum 
and formality. The audience, forewarned that they were minority 
shareholders and armed with comparative statements, gave the di- 
rectors quite a grilling with the help of the controller from the. De- 
partment of Petitions and Surprise, particularly when the officers 
attempted to justify their doubtful and devious transactions and tried 
to persuade the controller that they did not need the “blessing” of 
his supervision. The meeting became hilarious when an irate share- 
holder, eager to take the directors to task for a particularly odorous 
transaction, raised his hand for permission to speak. The chairman, 
however, deftly had him laughed into silence by granting, in a perfect 
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schoolroom voice, “permission to leave the room.” Despite the plaus- 
ible excuses and protests of the innocence of the directors, the con- 
troller remained convinced that they had left very little in sum and 
much less substance in the company and so brought the meeting to 
an end by declaring the company taken over, particularly since there 
was no other work available for the controller at the present time. 

In general the proceedings were conducted on the lighter side, but 
more than a few kernels of wisdom were included with the chaff 
handed. out by a capable cast which included the following: 

EVER EXPANDING BALLOON CO. LTD. 

President—Watters D. Stock (an eloquent family man with much 
good will and little else)—Birks Hall; vice-president—I. M. Smarter 
(and the sins of the father)—A. H. Wait; secretary-treasurer—Howey 
Didit (I did it because I was told or else)—Phil Pugsley; director— 
Ben Fleist (he was fleeced but he was honest)—Mac Blakely; director 
—Holden Bagge (all’s well that ends well)—Bert Bishop; investigating 
auditor—M. Bischus Jr. (he had a lean and hungry look)—Jack 
McColl; controller—Willie Takeover (the policy of the government is 
one of frankness)—Howard I. Ross. 

The next meeting of the current season will be a dis- 
cussion on war contract termination led by Mr. E. F. 
O’Brien, C.A., to be held January 12, 1945. 

Christmas gifts of cigarettes have been sent to one 
hundred and thirteen student members serving in the armed 


forces overseas. 


PROBLEMS AND SOLUTIONS 

THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 

Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1943 


Accounting II, Question 4 (20 marks) 

You are informed by a client that the inventories of finished 
stock at one of the sales branches of his business have been overstated 
for some years. It has been established that the inventory values 
exceeded cost by the following amounts at 3lst December: 

1939 ; 


The sales and gross profits of the branch before adjustment in 
respect of the overvaluation of inventories are as follows: 
Year Ended. Gross 
3lst December Sales Profit 
$2,200,000 $665,000 
2,400,000 730,000 
2,500,000 765,000 
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As at 31st March 1943 the branch was sold and cost plus 10% is 
to be received for the inventories. No physical inventory was taken. 
The inventory at 3lst December 1942 amounted to $600,000 before 
adjustment in respect of the overvaluation and the purchases and 
sales for the three months ending 31st March 1943 were $425,000 and 
$650,000 respectively. . 


Required: 

You are asked to compute the following: (a) Correct amount of 
cost of sales in 1940, 1941 and 1942, and (b) what amount your client 
should receive for the inventory of this branch. 











SOLUTION 
(a) Adjustment of cost of sales 





Year Enpep 31st DECEMBER 









ITEM 1940 1941 1942 
EEE Sica tea eaewnsesanneteoes $2,200,000 $2,400,000 $2,500,000 
730,000 765,000 


NUM TINE iis hw ikic Ssste0 Soko 665,000 









Cost of sales before 
| 1,535,000 1,670,000 1,735,000 
Adjustments: : 
To reduce cost of sales in 
respect of overstatements 
of opening inventory .... 20,000 25,000 35,000 

















1,515,000 1,645,000 1,700,000 








To increase cost of sales in re- 
spect of overstatements of 
closing inventories ...... 25,000 35,000 50,000 
















Adjusted cost of sales ....... 1,540,000 1,680,000 1,750,000 





$ 720,000 





Adjusted gross profit ....... $ 660,000 








$ 750,000 






Percentage of adjusted gross 






DIONt tO BAIGS ..2sccecess 30% 30% 30% 
(b) Valuation of inventory at 31st March 1943 
Opening inventory Ist January 1943 .............c ec eeeeeee $600,000 
Less Amount of overstatement ................c ee eeeee 50,000 







IL IN WAIN 5 8Sis RS 8 BAS doen, Bete OL a Sed pian le RwSEble.6! oe 550,000 
Purchases for three months to 31st March 1943 ........... 425,000 








$975,000 





Cost of sales (estimated) for three months to 31st March 
1943 (estimated as 75% of the sales for the three months) 455,000 












Estimated inventory 31st March 1943 ...........cccccccees 520,000 
ON a ES. sce Wand whee Nhe a eS ONG CRIS Deis Meee eee ees 52,000 












Amount to be received by clieht ........cccccsscecncesesees $572,000 
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PROBLEM II 
FINAL EXAMINATION, DECEMBER 1943 


Accounting IV, Question 4 (25 marks) 


From the following balance sheets of a printing company and 


other data supplied, prepare 


(a) Comparative statement of working capital as at 3lst Decem- 


ber 1941 and 31st December 1942. 


(b) Statement showing in detail items accounting for the change 


in working capital. 
Assets 
1941 

Cash at bank $ 15,000 
Accounts receivable 25,800 
Inventories—materials and stationery 30,000 
Job. work in progress 2,700 
Victory bonds 4,500 
Prepaid expenses 500 
Investment in subsidiary company 

Cash surrender value life insurance policies 13,000 
Machinery, at cost 150,000 
Building, at cost 45,000 
Real estate, building site, at cost 7,500 
Goodwill 15,000 


$309,000 


Accounts payable $ 14,200 
Bank loan, secured by victory bonds 
Accrued wages 2,600 
Mortgage payable 17,000 
Reserve for bad debts 2,500 
Building depreciation reserve 11,600 
Machinery depreciation reserve 100,000 
Provision for income and excess profits taxes 
Capital—preferred 6% 75,000 
common 50,000 
Surplus 36,100 


$309,000 


PROFIT AND LOSS ACCOUNT 
Year Ended December 31st December 1942 


Profit after charging expenses, but before provid- 
ing for depreciation and income and excess 
profits taxes 
Deduct: 
Provision for depreciation— 
building 2%4% 
machinery 10% 
Provision for income and excess profits taxes 3,000 


Net profit for year 


1942 
$ 500 
30,400 
36,500 
3,300 
9,500 
350 
10,000 
7,000 
155,000 
45,000 
7,500 
13,000 


$318,050 


$ 17,425 
4,500 
1,800 


3,000 
12,725 
108,000 
3,000 
75,000 
50,000 
42,600 


$318,050 
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SURPLUS ACCOUNT 
31st December 1942 


Daiaee: TNE FORUALY: TOAD oes eivin- cs cwwciesacvviccs $ 36,100 
Add: 
Profit on sale of MAcCHINery .......csccscceces $ 2,500 
Proceeds of life insurance policy in excess of 
MS NINE 6 Ga fal aly cn oe ba bude nieces 3,500 
Increase in cash surrender value of life insur- 
Wg SSG srw See ake cae Sesagaess 500 
Net proceeds of damage claim ............... 1,500 8,000 
PG NE SOT FORE ic bo ce se Ss nae ee sed xsews $ 9,300 
$ 53,400 
Deduct: 
Dominion income taxes 1941 assessment ....$ 1,800 
Dividends paid—preferred ..............ee00- 4,500 
SNE © 5.5 eG Dc ep eetnmen noes 2,500 
Portion of goodwill written off .............. 2,000 10,800 
$ 42,600 


The company carried life insurance policies on two of its offi- 
cers, the cash surrender value being treated as a deferred asset. One 
of the assured died in January 1942 and the company, as beneficiary, 
received full payment on his policy. 

Depreciation is provided on asset book values as they stand at 
the year end. 

During the year machinery, against which depreciation had been 
provided to the extent of 75% of cost, was sold, the asset and depre- 
ciation reserve accounts being adjusted accordingly. New machinery 
was purchased to replace the old. 























SOLUTION 
(a) 
Increase or 
decrease 
1941 over © 
ITEM 1941 1942 1941 
Current assets 
ROMMEL 5's carceae Bagh dows Awad aibrse 6 akwats $15,000 $ 500 $14,500 
Accounts receivable, less reserve .... 23,300 27,400 4,100 
ETON © Gisirisiiic sds 0S Saws 6 side oiew 30,000 36,500 6,500 
. WOTEAR-DPORTORB e555 cio6 occ encsess ces 2,700 3,300 600 
a HON INT 5.6 6.1555 19 Ga wks are, ia reales 4,500 9,500 5,000 
PPGGAIG GEPORBOE . oicsicc cscs casacss 500 350 150 
TOtAl GUPTENt AMBSUB oc. 6 6 occc de cceess $76,000 $77,550 $ 1,550 
Current liabilities 
ROCOURIS PAVERS: 6.066. ccc ssccesccse $14,200 $17,425 $ 3,225 
TO 5S oop. 5:5 Wisp owe Siatewlaln sis 4,500 4,500 
PPE, WOE 8. irises wb arcane cusses 2,600 1,800 800 
PYOVIMON TOY tAROS 260. cece cccesiwes 1,800 3,000 1,200 
Total current liabilities ............. $18,600 $26,725 $ 8,125 
61 


SC aie aa 


pena 


mR. so 


STs Ci ian 


gz 
t 





THE CANADIAN CHARTERED ACCOUNTANT 


Working capital $57,400 $50,825 


(b) Details of funds provided: 
Net profit for year 
Net proceeds of damage claim $10,800 


Add: Depreciation provided (not 

including expenditure of working 

capital) 16,625 
Non current assets realized: 

Proceeds from sale of machinery.. 5,000 

Proceeds from life insurance policy 10,000 15,000 


Decrease in working capital 6,575 
$49,000 


CALCULATIONS 
Sale of machinery Purchase of Machinery 


Depreciation reserve Asset 1941 $150,000 
1941 Sold in 1942 
Added 1942 15,500 


115,500 Asset 31st December 
Depreciation reserve 155,000 


108,000 
———_ Purchased $ 15,000 


140,000 


75% of cost of machinery 


Net book value of 
machinery sold $ 2,500 
Profit on sale 


Machinery sold for ....$ 5,000 


Insurance 
Cash surrender value 
policies 1941 
Cash surrender value 
policy 1942 


Increase in cash surren- 

der value 1942 
Amount received over 
book value 


Proceeds of policy ....$ 10,000 





